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Institute Examination Questions
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“The Walton Way”
has started
many men
on the road
to success
and independence
Send coupon today for your Free copy
USINESS is good. There are more
splendid opportunities than ever wait
ing earnest, ambitious men. But it is up
to you to stand out from the crowd and be
the man chosen to fill the position of re
sponsibility and high pay.
This book clearly explains the possibilities
for advancement in executive and profes
sional accountancy. It describes courses
given by the Walton School of Commerce.
It tells, in an inspiring way, the true success
stories of scores of Walton graduates; men of
ability no greater than your own, who have
risen to be outstanding leaders of the busi
ness world.
It costs you nothing, you are under no obli
gations; yet it may well prove to be the
turning point in your career.
Certainly you will be impressed with the high
character of Walton Training.

B

Walton students have won 20 medals offered by the
Illinois Society of Certified Public Accountants for
high standing in the Illinois semi-annual examinations.
A Walton-trained man won high honors and the silver

George J. Tegtmeyer

C. P. A.
Secretary

medal award in the May 1929 Illinois Certified Public
Accountants Examination.
For nine consecutive years Walton-trained students
won special distinction in the American Institute ex
aminations. In these examinations, graduates of all
schools, resident or correspondence, giving such training,
compete.
More than 1000 students of Walton Courses have passed
the prescribed examinations, securing degrees, member
ships, and associate memberships, as Certified Public
Accountants, Chartered Accountants, Members and As
sociates of the American Institute of Accountants. This
is a record without a parallel.
Remember that accountancy is the very life-blood of
modern business . . . that men trained in accountancy
are ably fitted to grasp and solve the great business prob
lems of today. You owe it to yourself to read this book
... it costs you nothing. Mail the attached coupon today
and get your copy of “The Walton Way to a Better
Day."

Day and Evening Classes and
Correspondence Instruction
As day classes are started at frequent intervals it is
usually possible for a day student to begin at almost
any time at the point in the course for which his
previous education and experience qualify him. Eve
ning resident classes start in September and January.
Intensive day review course, 4 weeks, for Fall 1929,
American Institute, C. P. A., C. A. and P. A. examina
tions. WRITE FOR PARTICULARS.

Walton School
Commerce

352-362 McCormick
Building
Chicago

WALTON SCHOOL OF COMMERCE, 352-362 McCormick Building, Chicago
Without obligation on my part, please send me a copy of “The Walton Way to a Better Day” and suggestions as to what you
can do to help me advance in the business world.
Name ....... .......................................................................................................................
.
Address......................................................................................................................................

City and State..........................................................................................................................

( □ Correspondence Instruction
I Am
{ _
Interested { Resident Day Classes
In
{
{ Resident Evening Classes

Occupation................................................................................... Age......................................
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Do Your Forms Always)
Fit the Machines ?
Undoubtedly "Yes" if
you believe io standardization
and purchase all forms from a
single source. Unquestionably
"No" if you order from a vari
ety of sources.
The practice of shopping in
the purchase of letterheads,
journal and ledger forms,
punched ledger cards, and gen
eral office forms leads to a col
lection of misfits that delay
office production and inflate
office expense.

Wise purchasing agents order
and reorder from Remington
Rand. They buy standard
forms that never vary from
year to year, that fit machines,
binders, files and books
record perfectly. We'll glad
ly send you further detail

Remington Rand
BUSINESS

SERVICE INC.

Buffalo, N. Y.
Sales Offices in all Principal Cities
REMINGTON RAND BUSINESS SERVICE Inc., Remington Rand Building, Buffalo, N. Y.
Gentlemen: You may submit samples of forms for

Name--------------- - ----------- ----- ------------------------------------- --------------

Firm---------------------------------------- -

Address--------------------------- - -----------------------------------------------------

State------ ----- - --------------------- - --- -- -------

J.O.A.-y
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"How

III

Can We Bring Down
.. —
Our Accounting Costs?"

HE answer of modern business to this urgent question—one which the pro
fessional accountant hears on. every hand today—is the application of laborsaving machinery to accounting processes.
Here is a book to give the operating details you need to make
proper application of accounting machines to any conditions—to secure the
tremendous advantages they have made possible.

T

Accounting by Machine Methods
The Design and Operation of Modern Systems
to Fit Any Business, Large or Small

• by H. G. Schnackel and Henry C. Lang
YOU know from experience how materially
changed, in most cases, is the procedure where
accounting machines are used from that under
"pen methods.”
s are the foundation of the big
change
savings you can make or suggest for any company
adopting mechanical accounting. The combination
of several operations into one; constant cross-checks
cessary
unne ;
accounting processes with work of
departments — these are just a few of the
resources the ingenious accountant has at his
command, and of which this book helps you to
make use.

Starts With Your Problems—
Not With Machines
Whether your problem be putting in machines to
replace pen methods or getting the maximum out of
machines already installed by better planning and
organization of operating routine, you have in
Accounting by Machine Methods a guide you
can. follow from the first survey of the company’s
needs to devising and operating the completed
system. It gives the information you require to
enable you to fit the machines selected to the business
rather than to rebuild the business around an
inflexible system.

Gives Data You Must Have
to Choose and Apply Equipment

accounting processes — billing, receivables, pay
ables, installment sales, materials control, payrolls,
ledgers, etc. — these are the things you have to
plan and accomplish, and these are the things the
book covers.

Shows How and Where
to Effect Savings
Even where accounting machines have been
installed, relatively simple changes in operating
methods, such as this book suggests, have often
effected important savings in time and clerical costs
without change in existing equipment. It shows you
where much needless detail can be eliminated; how
vital information can be supplied quickly and in
more usable form; how to get and use instant
automatic checks on your figures.
For any question you may have respecting either
principle or operating detail under machine proc
esses, it presents the basic methods proved by
experience in hundreds of companies to be the most
effective practice. The authors are members of the
firm of Lang, Schnackel & Co., Certified Public
Accountants, of New York and Cleveland. Both
have had unusually wide experience in devising,
installing, and improving machine methods in
accounting and statistical conditions, with concerns
of small and moderate size as well as with some of the
most elaborately organized companies of national
repute.
106 Charts and Forms

From it you will get the practical, impartial
Price $7.50
performance data you need to see where you can 563 Pages
effect savings with each type of machine
Examine a Copy Free—Use This Form
available.
Surveying a business to find the type, of
The Ronald
machines it should have; application of the
15 East 26th Street, New York, N. Y.
proper equipment; development of the most
Send me postpaid Accounting by Machine Methods, by
suitable routine for handling paper work and
Schnackel and Lang. Within five days after receiving it, I will
either remit $7.50 in full payment, or return the book.
Name .................................................... .............................
(Please Print)

Business Address...... . ............ ........................... ....... . ..

City. ................... .
State*....... ..
Firm ............. .................... Position ......... ..
Signature........ ...................................................
*Outside continental U. S. and Canada, cash plus 25 c
for shipping.
M195
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Revised Edition!

The

Balance-Sheet
By Charles B. Couchman, C.P.A.

Third Edition—September, 1928

CPA Newlove's
Accounting

C.P.A.

Theory, Auditing and Problems
A four-volume digest of problems and ques
tions given in 838 C. P. A. examinations by
accountancy boards in 48 states; November,
1927 papers are included. Distribution is:
California. ..........
Florida.............
Illinois. .............
Indiana.............
Massachusetts.......
Michigan...........
Missouri............

36
23
41
22
16
20
23

New Jersey..........
16
New York..........
60
Ohio......._____ .... 22
Pennsylvania........
30
Washington.........
30
Wisconsin...........
16
Other States......... 483

The four buckram-bound volumes contain 400
problems and 5,606 questions, classified in
related groups, with lectures authenticated by
7,579 specific references to recognized accounting
authorities. Volume I I solves problems in Volume
I; Volume IV problems in Volume III. Time
allowances are given so problems may be solved
under C. P. A. conditions.

A Golden Opportunity
This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solution
and time allowances.

FREE EXAMINATION COUPON
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days approval books checked.
Complete Set (Four Volumes, 1,835 pages), $15.00
□ Volume I and Solutions (Vol, II), $7.50
□ Volume III and Solutions (Vol. IV), $7.50
I agree to pay for the books or return them postpaid within
five days of receipt.
Signed........................

............ .......... .............

......................

Street................ ...
City. ........................................................

This book explains the use of
the balance-sheet in the busi
ness world of America today.

is not possible to define
and explain fully all the classi
fications which may appear upon a
balance-sheet, an effort has been
made in this book to select those
that are most common, an under
standing of which is necessary in the
preparation of correct balance-sheets.
As

it

Th

is volume covers practically all
the classifications appearing in
the balance-sheets of commercial
organizations of standing, such as
those whose securities are listed on
the New York Stock Exchange.
The Journal of Accountancy

135 Cedar Street New York, N. Y.

Write for Illustrative Circular
____________ — — — — — —
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Two reasons why you need our C. P. A. coaching course:
FIRST—Your time is limited. During the brief time available for preparation, it will be
impossible for you to wade through the mass of unorganized and repetitious material contained
in the countless number of textbooks written. The amount of time, money and labor that you
would spend in compiling a comprehensive and efficient plan of study, if you had the time, would
be unwarranted in view of the fact that we have done all this for you.

SECOND — You cannot compel yourself to stick to such a plan consistently. Without a
program, without concentration, without a fixed schedule of work which requires regular
attendance, you expose yourself to digressions, delays and distractions that consume much of
your valuable time and seriously impair your chances for success.

Our coaching course offers the logical solutions to these problems. It consists of forty lectures
given daily from 6.15 P. M. to 7.45 P. M.
Our next course in preparation for the November examinations begins on Monday, Septem
ber 16, 1929, at the Engineering Auditorium, 25—33 West 39th Street, New York City. Another
course in Problems only begins on Monday, October 7, 1929.
The same coaching can be had by correspondence by those desiring it.

Write for information; there is no obligation attached.

C.P.A. EXAMINATIONS REVIEW
FISK BUILDING

Broadway at Fifty-seventh Street

Telephone, Columbus 9180

New York City

Conducted by HENRY L. SEIDMAN, B.C.S., LL.B., C.P.A. and Associates

Every Accountant’s Library
Should contain the following Manuals, each one
an invaluable aid and reference for Accountants
engaged in System Installation Work.
Each volume is substantially bound and contains
full accounting procedure, Chart of Accounts and
actual samples, (not illustrations or sketches) of
all forms required for installation.
Each represents years of research. Only ideas
and methods tested and proven by leading con
cerns in the respective line of business are given.

Hadley’s Pathfinder System for
Hotels and Clubs ................................... .. (Size
Manufacturing Concerns .............................
Automobile Dealers ................ “
Ford Automobile Dealers ............ “
Laundries ........................ "
Contractors and Builders ............ “
Plumbers and Electrical Contractors ... “
Finance Companies ........................
Track Cost Accounting .......................
Trust Dept. Accounting ............................ “
Realtors and Subdividers ............ “
Wholesale and Retail Merchants ...... “
Insurance Agencies ..................................... “
Personal Accounting ............... “

11x14) $ 6.50
“
5.00
“
5.00
3.50
“
5.00
“
5.00
"
5.00
""
5.00
“"
3.00
“
10.00
“
2.00
11x11
3.00
“
5.00
7x11
2.00

Any of above Manuals SENT PREPAID in United
States upon receipt of price, subject to refund if de
sired upon return in good condition within 15 days.

Charles R. Hadley Company
General Offices: Los Angeles, California
Seattle
Portland
Sacramento

San Francisco

pathfinders
IN

LOOSELEAF

Detroit
New York
Atlanta

SYSTEMS
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This
remarkable

machine

frees important
executives

from

the

THE
to Accounting Literature
A SECOND SUPPLEMENT

to the

time-wasting task
of signing

checks

Accountants'
Index
From June, 1923

to January, 1928
During the Past Eight Years Three Editions
Have Been Published Under
the Endowment Fund

IGNING large quantities of checks
by hand is slow, cramping, physical
labor. High-salaried executives were
meant for more important matters. In
well-regulated organizations, they are re
lieved of this responsibility by the swift,
efficient Todd Check Signer.

S

Checks fed into this machine in unper
forated sheets are signed, separated and
stacked at the rate of 7500 an hour! Any
employee can operate it. The cost of tear
ing checks apart is eliminated and with no
rough edges, they are more easily inserted
in envelopes. The saving in time and labor
all along the line will quickly pay for the
machine itself and even the checks it uses!

The Todd Check Signer is equipped with a
double lock and a built-in meter which au
tomatically registers the number of checks
passing through it. The signatures it pro
duces are the most nearly non-counter
feitable known — as legal as those me
chanically affixed to government bank
notes. You can confidently recommend it
to concerns issuing quantities of payroll,
dividend and general expense checks. The
Todd Company, Protectograph Division,
(Est. 1899) Rochester, N. Y. Sole makers of
the Protectograph, the new Super-Safety Checks
and Todd Greenbac Checks.

THE ACCOUNTANTS’ INDEX
1578 pages
FIRST SUPPLEMENT
599 pages

And Now—
THE SECOND SUPPLEMENT
containing 799 pages
The references which are contained in the
present supplement do not duplicate those
which appeared in the original index
and supplement of 1923
All three are necessary to reach the entire field of
accounting literature
AMERICAN INSTITUTE OF ACCOUNTANTS
135 Cedar Street, New York, N. Y.

Gentlemen: Enclosed find
me postpaid the books checked.

for which please send

Name. ........ ............ ...................... ........ .
Address............................. ............ ....... ...

City ................. ............... ............ .
State. . .......... ....................... .............

Accountants’ Index. . ............... .$10.00
First Supplement................
5.00
Second Supplement............
10.00
Complete Set. ............... $25.00
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An instrument board
for your business
information every morning through the ElliottFisher, a method which may be installed in your
business without interfering in the slightest way
with your present accounting routine.
gaining,
Without adding a man to your payroll ElliottFisher compiles the records of every department
still
and summarizes them in a simple, concise report.
Every morning this report may be placed on your
IGURES which show the performance of each
desk, telling you at a glance whether business is
department of your business are the only safe
gaining, slipping or standing still.
guide in setting objectives and reaching them.
Elliott-Fisher serves hosts of firms that are noted
But do you always get these figures in time to
for their successful management. We should like
reflect present conditions?
to
tell you how Elliott-Fisher
When totals are a week old or a month old, they
may efficiently serve you.
may present a picture directly opposite from the
Forward the coupon be
one which exists TODAY.
low and let us send you
more detailed in
Give this a moment’s thought. Will you find on
your desk tomorrow a report showing exactly
formation.
where you stood today ? Will you get the figures on
today’s orders, inventories, sales billed, bank bal
ances, accounts receivable and payable, ship
ments . . . and other vital facts?
Thousands of executives get this indispensable

A glance tells you whether you are

slipping or
standing

F

Elliott-Fisher
Flat Surface Accounting-Writing Machines
GENERAL OFFICE EQUIPMENT CORP.
Division of Underwood Elliott Fisher Company

342 Madison Avenue, New York City
“Underwood, Elliott-Fisher, Sundstrand,
Speed the World’s Business’’

General Office Equipment Corporation
342 Madison Avenue, New York City
Gentlemen : Kindly tell me how Elliott-Fisher can give me
closer control of my business.

Name ....................... ..................... ..........................
Address ....................................... .................. .................. ..
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Every Kind and Variety of
C. P. A. Examinations!
Question

AMERICAN
INSTITUTE of
ACCOUNTANTS

Annual
Meeting
C The annual meeting of
the American Institute of
Accountants will take place
at Hotel Carlton, Washingtor D C September 16th
to September 19th.

C. P. A. Review and
C. P. A. Review Answers
By Clem Wetzel Collins, C. P. A.
and Four Special Collaborators
“C.P.A. Review” contains all the questions asked by
the American Institute of Accountants in their ex
aminations for membership from June, 1917, to and
including November, 1925. In addition, through its
supplementary questions, the book presents C.P.A.
examination questions of many states, there being 173
additional problems in accounting and auditing, and
73 special questions in business law. These represent
the highest test given in America on that subject.
The book is priced at $5.00.
“C.P.A. Review Answers” is a companion volume pre
pared in recognition of the demand for a book containing
the answers to the questions given in the “ C. P. A. Re
view, ” outlined above. Complete analysis and explana
tions are presented and also argumentative discussions of
the problems involved, making the book more like a
thorough argumentative textbook than one of mere
formal answers and solutions. Its price is $8.50.
Here
at. opportunity to secure in 1439 pages a
superior kind of instruction at the reasonable cost of
$13.50. The purchaser secures not only specific and
accurate information on every phase of accounting, but
also the advice and guidance of experts who have
proved their knowledge and abilities by successful
accomplishments.
There is, however, but one fair way to judge the
excellence of these books and that is by personally
inspecting them. This you may do by securing them for
ten days’ free examination, which obligates you in
no way.

The meetings of the
Council will be held on the
16th and 19th, and the open
meetings will take place on
the 17th and 18th.

All meetings will take
place at the Hotel Carlton,
Washington, D.C.

€ Persons interested in accountancy are invited to
attend the open sessions of
the general meeting on the
17th and 18th.

Wiley Books
Free Examination Coupon
JOHN WILEY and SONS, Inc., 440 Fourth Avenue,
New York
Gentlemen: Kindly send me on ten days' free examination,
Collins’ "C.P.A." books.
□C.P.A. Review —
□C.P.A. Review Answers — $8.50
I agree to remit the price of one or both books within ten
days or to return them postpaid.
Name .............. ....................................................................................... ..
Address . ............... ................................................. ........................................ ..

|

Inquiries may be ad
dressed to the Institute, 135
Cedar
Street, New York,
N. Y.

Position or Reference . ................ ................ ...................................
J.A. 9-29
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To Candidates
for the next C. P. A. Examination
N addition to its regular Course, the International Accountants Society, Inc., offers
a special Coaching Course for Accountants who are planning to take the C. P. A.
Examination.
This Course will be supplied only to those who are already competent accountants,
as no attempt is made to teach general accounting in this course. The instruction is
pointed directly at the C. P. A. Examination.
Something more than a knowledge of accounting is necessary to insure success in
the examination room.
Solving examination problems is vastly different from the usual work of making au
dits, installing systems, or conducting investigations. Many men with little or no practical
experience can solve C. P. A. problems readily—many others with years of experience
flounder pitifully in the examination room. WHY? The candidate is required to work
at top speed. He must work with limited information. He has to construct definitions.
Very often it is necessary for him to use unusual working sheets.

I

The C.P.A. Coaching Course given by the International Accountants Society, Inc., pre
pares you to meet such conditions. The fee is $42 and the text consists of twenty lessons.

Particularly noteworthy features of the training are:
100 problems in Practical Accounting with
solutions and comments
100 questions and answers in Accounting Law
100 questions and answers in Auditing
100 questions and answers in Theory of
Accounts
Elaborate explanations and comments that in
clude, in addition to the finished statements or
solutions, such items as suggestions for "Notes
to the Examiner,” working sheets, side calcu
lations, use of proper terminology, and discus
sions of authoritative opinions.

Problems and questions (1) actually used in
a C. P. A. or an A. I. A. examination, or (2)
specially prepared to train the candidate in
handling certain points likely to be encoun
tered in the examination.
Personal correction, criticism, and grading of
every examination paper by a Certified Public
Accountant who has himself passed the C. P. A.
examination. There are sixteen such Certified
Public Accountants on the Active Faculty of
the International Accountants Society, Inc.

A SPECIAL booklet, “How to Prepare for the C. P. A. Examination,” is now ready for those
who are interested. For a free copy, just write your name 'and address below and mail.

International Accountants Society, Inc.
A Division of the
ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
'

Name

Send me the special booklet, "How to Prepare for the C. P. A. Examination,”
which describes your special Coaching Course for accountants.

------- ----- -

........ Company_______________________ Address____ —-------------- —
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Account

Machine

The only accounting machine that multi

plies directly, prints results and totals by
a single key depression, typewrites, adds,

subtracts, accumulates totals and posts
several related records in one operation.
Call the local Burroughs office for a dem
onstration of this new Accounting Machine.

BURROUGHS ADDING MACHINE COMPANY
6299 SECOND BOULEVARD, DETROIT, MICHIGAN

ADDING

BOOKKEEPING - CALCULATING

AND

BILLING

MACHINES
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Accruing Pensions as a Part of Current Operating
Cost
By Ingalls Kimball
During the last twelve months recognition of the principle of
accruing pension costs during the working life of the employee has
been formalized by two important government actions. The
federal revenue act of 1928 specifically included provision allowing
as a deduction reasonable amounts paid to a pension trust in
accordance with the actuarial value of the accruing liability, and
the interstate commerce commission on November 23, 1928,
issued an order permitting current charges for the purpose of
providing for future pension payments.
The internal-revenue department has for some time recognized
payments to pension trusts as proper deductions from current
income.
In the year 1927 there were paid to some thirty-one thousand
pensioners under formal pension plans of United States railways
something more than eighteen millions of dollars, to which should
be added about a million and a half paid to some twenty-seven
hundred pensioners under informal railway plans.
These huge amounts were disbursed as a supplementary payroll
and charged as a current operating cost. Yet the railroads
concerned received no value in services performed. Is this item
justifiable as charged, under any reasonable theory of cost ac
counting? The figures in industries other than railways are
probably larger, but the railway figures are quoted because of the
regularity of the reported payments under the uniform system
of accounting prescribed by the interstate commerce commission.
In one case a railroad has set up out of surplus a fund out of
which pensions are being paid. In that instance the reserve covers
only pensions which have already been granted.
There exist in industry several hundred formal pension plans
and an indeterminate number of informal plans covering many
161
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thousands of employees, under which annual payments running
well into the millions are carried as an expense of operation and
are, therefore, charged to current production, although no service
whatever is customarily rendered by the persons to whom these
sums are paid. In a few cases industrial enterprises carry on their
balance-sheets an item variously designated, but apparently
intended as a pension reserve. These balance-sheet items are
as a rule not looked upon by the corporations as of particularly
sacred character, and in the past year at least one such item,
running well over a million dollars, has, because of financial
expediency, been extinguished as a reserve and carried into
general surplus account.
In an increasing number of instances trust funds are being
created; but in many cases these trust funds have been set up
mainly with the idea of protecting employees. Some funds, large
in gross amount, are operated on the principle of an imprest fund,
payments of pensions being made out of income. In these
cases, when pension payments exceed the income of the fund,
the deficit is made up by an appropriation from the employer
corporation as a current expense. Such funds, while decreasing
by the amount of their interest earnings the apparent costs of the
employer, have no real effect beyond being to the extent of their
interest earnings a source of income.
In a few cases funds have been set up under actuarial guidance,
and trusteed either with an insurance company or a private
trustee, into which are paid sums calculated to represent the
present value of the future pension liability accruing because of
service rendered during the current year. In these cases, and
in these cases only, is the future pension liability being recognized
as a proper charge against current production.
It would appear from this very meagre outline of the situation
that there exists in this country great confusion of thought on this
subject; and without regard to the precise practice which should
be adopted there can be no question that the whole situation
wants clarifying.
As a step in this direction it is proposed to examine the following
questions :

1. Are pension payments necessary to the maintenance of
efficiency in a permanently operating organization?
2. Should pension costs be charged as they accrue or as they
are paid?
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3. Is the establishment and segregation of a pension fund
necessary or desirable?
4. What effect, if any, has the establishment of a pension fund
on the allocation of pension costs?
ARE PENSION PAYMENTS NECESSARY TO THE MAINTENANCE OF
EFFICIENCY IN A PERMANENTLY OPERATING ORGANIZATION?

For the purposes of this paper it is proposed to assume an
affirmative answer to this question; nor is there lack of justifica
tion for this assumption.
Undoubtedly cases occur in which employees of long service are
dropped, without consideration, on account of old age, but these
are very rare indeed. In many instances employees are retained
on the payroll for years after they have ceased, because of ineffi
ciency arising from age, to produce a value equivalent to their pay.
An examination of this situation by the Bethlehem Steel
Company disclosed the fact that out of 300 men retired on pension
only 111 required actual replacement. Similar figures have been
disclosed by other investigations. One railway reports that, out
of 48,000 employees, about 3 per cent. are over 70 years of age.
The pay of these 1,400 employees is more than a million and a half
dollars a year, and it seems not unreasonable that the actual
work performed by them might be done for less than half of this
amount.
Not only is the dismissal of old employees long in the service
extremely rare, but progressive industrialists almost without
exception are advocating the adoption of definite retirement
plans; the number of concerns adopting pension plans or pension
practice is constantly increasing; only in exceptional instances
have plans, once adopted, been abandoned, and then only because
of drastic financial necessity.
It is, perhaps, sufficient that in the preparation of balancesheets and operating statements the employer’s own statement as
to the existence of pension plans or of pension practice be ac
cepted; but it must be borne in mind that industries newly
established, and sometimes those already of a certain age, fail
to recognize the pension liability that may arise in the future.
In these cases the accountant may well consider whether it is
not a part of his duty to draw to the attention of management
the future pension payments which the efficient conduct of his
business may make necessary.
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SHOULD PENSION COSTS BE CHARGED AS THEY ACCRUE, OR AS

THEY ARE PAID?

Whatever the cause or amount of a pension paid in industry,
one invariable fact precedent to its granting is length of service.
A prize or bonus may be given to an individual or group of
individuals at the end of any year, but the payment of an annuity
for a series of years or for life is never undertaken in the ordinary
course of business, except after many years of employment. If
this condition be accepted as a fact, it follows inevitably that
with the lapse of each year of service the liability for the eventual
pension payment increases. If the granting of a pension follows
years of service in a manufacturing enterprise, and if after the
pension payments begin no service is rendered, it would appear to
follow that the product of the active years of the employee was
properly chargeable with the accruing value of the future pension.
Taking as an example, for the sake of illustration, a pension
of say $400 a year, payments under which begin at age 65,
it would appear that the employer of the operative who is to
receive this pension should charge his production cost annually
by a series of annual amounts which, at the expiration of the
term of service, might be expected to equal the then value of an
annuity of $400 a year payable for life. Thus, a wage-earner
employed at 25 years of age, and having therefore 40 years of
employment before him, would represent a pension cost to the
employer during each year of service of about $38.45—that being
the amount which, accumulated at 4 per cent. over a period of 40
years, would produce $3,800, which is the approximate present
value of a life annuity of $400.
Assuming the wage of the employee to be $1,000 a year, this
amount would represent 3.845 per cent. of the wage. In other
words, assuming a force of employees all starting to work at 25,
and for each of whom a pension of $400 a year was to be provided,
the accruing annual liability would be 3.845 per cent. and this
would represent an added charge against production cost.
Unfortunately, the problem is not quite so simple as it would
from this example appear, for the liability is a contingent one.
Of a group of one thousand men now aged 25, many will die before
reaching 65, so the figure can be discounted by the death element.
In this particular instance death alone will bring about a reduc
tion of about 25 per cent. and we find, by reference to the tables,
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that, instead of 3.845 per cent. the annual setting aside of 2.865
per cent. would produce the same result. Many men now 25
will leave the service, and were it possible with accuracy to predict
the number of withdrawals, it would be possible to set another
discount figure to cover this contingency.
On the other hand, contingencies of other sorts must be con
sidered. Perhaps the age at entry into the service will not be
as low as 25, in which case, of course, the annual reserve would
have to be larger. Perhaps a pension of two fifths of average
pay after as long a period of service as 40 years would be inade
quate (indeed, it probably would). In almost every case wages
and salaries will advance as length of service increases, so other
balancing contingencies are to be considered.
These matters are the affairs of actuaries rather than ac
countants, and it is not the purpose of this discussion to determine
the approximate amount of the reserve that should be set aside,
but rather to stimulate the thought of the accounting profession
on the subject, and to bring about an expression of opinion as to
the propriety of charging currently accruing pension costs against
current production.
Let us look at the question for a moment from another angle.
Let us assume that a manufacturer of wire goods has installed
an accurate system of cost accounting. Each section of his
business is treated separately. Among other things he makes
hairpins, window screens and radio equipment. As the years go
on the window-screen business, to which he charges raw material,
rents, power, labor and other costs going into the production of
window screens, continues normal. He knows exactly how
much each ounce of window screening costs—when his sales
represent a profit and when they represent a loss.
Until 1922 his hairpin department was large and profitable,
and here again he knew every item of cost. Beginning in 1922
the use of hairpins, because of a change of fashions, fell off to
the point that the further manufacture of this article was entirely
discontinued. At the same time the radio industry came along,
requiring equipment which could profitably be made in the same
space that had been occupied by the hairpin department. His
hairpin machinery had been scrapped, but because he had been
setting up a depreciation charge against production costs, the
scrapping of this machinery did not represent an accounting
loss.
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Most of the employees who had been employed in the hairpin
department easily adapted themselves to the making of radio
equipment; but a few of them who had been long in the service
were unable, because of their age, to take on new methods and had
to be dropped. To have discharged these old and faithful
employees, without financial consideration, would not only have
been unpleasant and unethical, but from an entirely hard-headed
business viewpoint it would have been impractical and costly.
The whole spirit of the organization would have broken down
under it. The criticism of the community would have been
hard to bear and would have adversely affected the hiring of new
people. And so these old men were pensioned.
Query: What would be the competitive situation of this
manufacturer in the radio industry should the pensions paid to
the former employees of the hairpin department be charged
against radio equipment? Yet surely these men could not be
charged against window screens.
At this point the so-called “supplementary payroll,” as a device
for taking care of pension costs, shows its fallacy. In practice
these pensions would probably go into general overhead account,
and with the increase of the pension roll there would be an increas
ing drain on general profits that would be difficult to account for
and impossible to correct. True, the profits of the hairpin depart
ment had been substantial, but since they had in all likelihood been
disbursed as dividends year by year to former stockholders, it
would be manifestly impracticable to recover the costs from this
source.
It is not clear that this charge, which really came about because
of the hairpin department, ought to have been set up while the
hairpin department was profitable; or, if the charge of 2 per cent.
or 3 per cent. of the labor bill to pension reserve was in itself
sufficient to throw the hairpin department in the “red,”
would it not have been better to know this than to have con
tinued, with a mistaken idea of profit, to pile up a liability for
other departments of the business to bear?
Knowing nothing of the technical science of accounting I
hesitate to announce general principles; but it seems to me
logically inescapable that production cost is properly chargeable
at the time the goods or services entering into production are used,
and not at the time they are paid for. So far as I know, every
item, whether it be material, labor, rent or depreciation, is
166

Accruing Pensions as a Part of Current Operating Cost
chargeable to production on this basis, pensions alone being
charged at the time of payment.
IS THE ESTABLISHMENT AND SEGREGATION OF A PENSION FUND
NECESSARY OR DESIRABLE?

Sound pension accounting and sound pension practice do not
require the segregation of the money out of which pensions will
eventually be paid, any more than the meeting of any other
obligation requires the segregation of money for its liquidation.
Referring again to the similarity between the setting up of pension
reserves and the setting up of depreciation reserves, it is clear that
the charging of depreciation and the crediting of reserve account
do not involve the payment of money.
When machinery is replaced its purchase is financed out of
funds currently available, and so pensions may be paid out of
funds currently available, though charged when paid to the
reserve and not to current production. A pension falling due
under a properly organized and announced plan has a status
precisely similar to that of any other obligation. It becomes, in
fact, a series of notes payable monthly or otherwise, beginning at
a certain date.
If in setting up the reserve the value of these notes has been
taken at their present worth on a definite interest basis, it is
obviously essential either that the money be segregated in
securities that would realize the accepted interest rate or that
interest be annually credited on the reserve itself. In this
latter case the interest charge is not a pension charge but is
chargeable against the same account as that on which all the
other interest charges of the business appear; it is, in effect, a
payment by the corporation for the use of money which might
otherwise have been invested.
A good many executives, feeling a keen sense of moral obliga
tion to employees who have served the business under their
direction, have brought about the setting up of substantial
pension funds segregated from other assets, mainly with the idea
that the future pensions of present employees should be safe
guarded. In most instances there has been no effort to relate
the amount initially put into the fund, or the amount added to
it year by year, to the existing pension obligation. The funds
have been arbitrarily set up and amounts paid into them have
been considered merely as a segregation of a part of surplus.
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The amounts actually paid to present pensioners, even though
paid out of the fund, have under these plans been charged to
operation as supplementary payroll. Obviously, such funds,
ethically desirable though they may be, have no bearing whatever
on the accounting problem. On the other hand, when it is
suggested to an employer that he set up a pension-reserve ac
count, these funds, of which he has perhaps some knowledge,
come to his mind, and he considers the problem to be one of the
disbursement of cash rather than of proper accounting.
In almost every announced pension plan will be found a
paragraph permitting the employer to “alter, amend or altogether
to withdraw the plan,” and even in some instances to decrease
or discontinue pensions, payment of which has already begun.
Without definite knowledge as to the probable eventual cost, wise
business men have sensed the possibility of a heavy increase of
pension disbursements, and have hesitated or declined to commit
a future management to the payment of large and indeterminate
sums.
For the very reason that most pension plans are non-contrac
tual, the accountant has in this country given them less attention
than might otherwise have been the case. Many executives of
important businesses, which have for years made regular dis
bursements, have told me that since the pension was a voluntary
matter, determined in amount and terms at the date of grant,
future pension payments did not constitute an obligation that
could properly be considered a balance-sheet item. Technically
there seems no doubt that this position is well taken. When
tested in the courts it has, so far as I know, been consistently
supported by the decisions handed down. On the other hand,
there is, of course, no legal obligation upon any business to set up
a depreciation reserve. Its property may legally be carried at
cost. The only obligation lying on the accountant in this case
would be to state the facts.
The whole tendency of good business, however, would appear
to be in the direction of over-depreciation rather than under
depreciation, and the balance-sheets of most soundly conducted
businesses show a depreciated value on plant items that is lower
instead of higher than the actual value.
In view of all the facts it would seem that conservative financing
requires the carrying of future pension payments as a contingent
liability.
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If currently accruing pension costs are to be charged to current
operation and if a pension reserve item should show as a liability
in the balance-sheet, it is obviously essential that these matters
be translated into dollars and cents.
A pension is a payment beginning at a certain period and
continuing for life. It is, in fact, an annuity, and is now begin
ning to be so termed by many employers. The value of an
annuity depends upon the length of life of the annuitant. It is,
therefore, an insurance question.
True, the life expectancy for a man who at the beginning of the
year is 65 years of age is indicated in various tables, and these
tables and an assumed interest rate are the bases on which
insurance companies calculate annuity values; but there is no
assurance whatever that the life of any individual, or indeed any
limited number of individuals, will conform to the tables. In
surance companies, whose business concerns itself with life
expectancy, give small weight to any experience comprising less
than 100,000 life years. Thus, a business with 100 or 1,000, or
even 10,000 employees, only a small proportion of whom would
come to pension status in any year, might easily find itself seri
ously embarrassed were it to assume a definite annuity value
equal to that used by the life-insurance companies. With this
warning in mind, it is proper to consider the amount of the
annuity reserve to be set up as that which would equal the
purchase price of an annuity from a life-insurance company.
On the subject of obligating future managements the pension
committee of the board of governors of the New York stock
exchange said:
“ A pension promise made today should be covered by financial provision
made today, rather than left as a responsibility for a future board. In
other words, the system should be set up on a reserve basis in such fashion
that its assets may always equal its liabilities, and if change or abandon
ment become necessary or desirable in future years, such change or aban
donment may take place without the breach of any promise or the deposit
of any additional funds.”

The principles here suggested fall in well with the amount of
allowances chosen by many businesses on a basis giving effect
to length of service and salary. Let us assume that a pension,
payable normally beginning from the age of 65, is to consist of
2 per cent. of the average salary of the employee during his whole
period of service. An employee whose salary is $100 a month
would be entitled for each year of service to 2 per cent. of $100,
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or $2.00 a month. If he continue at this same salary for say 35
years, his eventual pension will be 35 times $2.00 a month, or
$70 a month. In point of fact, it is probable that by the time
he reached retirement status his earnings might be $150 or even
$200 a month. His annuity would have automatically advanced
for each year of service as his salary advanced until, at the end
of 35 years, the accumulated annuity might equal $90, or perhaps
$100 as compared with a final salary of say $175 or $200. In a
large number of cases an annuity of 2 per cent. of the average
salary over the whole period of service would not vary greatly
from half of final pay when, after 35 years of service, retirement
status is reached.
Now an annuity of $2.00 a month, payable from age 65, has
to an insurance company a perfectly definite value. For an
employee now 20 years of age a single payment of $24.34 would
secure an annuity of $2.00 a month, payable from age 65; at 30
this cost will have risen to $37.60; at 40 to $58.40; at 50 to $93.60.
It is to be borne in mind that such annuities as are here dis
cussed do not involve a series of payments, the amounts quoted
being the entire reserve necessary to produce the annuity. Thus,
when an employee 30 years of age is promised an annuity of 2
per cent. of this year’s salary, and the salary is $100 a month, the
setting up of a single amount of $37.60 would, without any further
payment but merely by its own accretion from interest and from
deaths occurring before age 65, provide a sufficient fund to pay
the annuity for life. This is a very important point.
A board of directors, offering a pension of 2 per cent. of each
year’s salary, has fulfilled its whole obligation when the reserve
set up is sufficient to produce, by its own accretions, an annuity
equal to 2 per cent. of this year’s salary for each employee cur
rently on the rolls. The reserve set up this year provides nothing
in the way of pension for the service rendered in any subsequent
year, nor in any past year. It does, however, completely take
care of all the obligation that may ever possibly exist because of
this year’s service. Under a plan thus carried forward from the
beginning of any enterprise, the reserve is always complete and
any change which may subsequently develop as desirable may be
made without in any degree affecting the stability of the pension
that accrued prior to the change.
The system here outlined is an annuity system operating as a
complete and finished thing year by year. Obviously, when
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employees leave the service prior to pension status, the reserve
that has been set up with respect of their annuities is free for
credit to operating account, or for use in the reserve for other
employees. On the other hand, if a plan such as this be estab
lished after an industry is already well along in years, it may
be made retroactive only by establishing a reserve covering the
past service of present employees. These are details of practice
that have no proper place in this discussion. The suggested
scheme has been thus very roughly outlined mainly as an example
of one way in which pension costs may be assessed as they accrue.
The status of pension schemes in mergers and receiverships
is much simplified by a plan of this type, and in these days of
corporate mobility such questions are by no means unimportant.
There are great advantages ethically, practically and financially
in such schemes supported by joint contributions of employer
and employee; that such schemes have in the past been under
taken with some diffidence is largely accounted for by the fact
that employers have been loath to undertake schemes which were
necessarily contractual, and which might bind future boards of
management to indeterminate obligations. This situation is now
clearing rapidly, and the great majority of schemes now being
adopted by enlightened industries are on a contributory basis.
WHAT EFFECT, IF ANY, HAS THE ESTABLISHMENT OF A PENSION
FUND ON THE ALLOCATION OF PENSION COSTS?

This heading is carried mainly for the purpose of emphasizing
the facts already outlined, namely, that the real pension cost is
the present worth of the future pension liability arising in any
year out of that year’s service. From an accounting viewpoint
it makes no difference whatever whether the amount of this cost
be paid over to a trustee, segregated among the assets of the
corporation, carried as a book reserve, or used in the purchase of
deferred annuities from a life-insurance company.
Many companies have arbitrarily set up large funds which,
as hitherto pointed out, have been invested, the interest on which
has been used in whole or part payment of current pension dis
bursements. Others have from time to time arbitrarily thrown
into the pension-reserve account sums greater or less in ac
cordance with the profits of the year. The amounts thus paid into
funds, if such exist, do not constitute true pension cost any more
than the amounts paid out in pensions constitute true pension cost.
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It is essential that the accountant carry in his mind the differ
ence between the financing of future pension payments and the
proper charging of present pension costs. The two problems may
be related, but they are totally separate.
If this discussion has served to stimulate the thought of the
accounting profession on the whole subject it will have fully
accomplished its purpose.
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Accounts of the Fruit and Produce Commission
Merchant
By Gabriel A. D. Preinreich
The fruit and produce commission merchant is the middleman
between the grower and the retailer. His principal business, as
indicated by his name, is the sale of consigned merchandise and
the remittance of the proceeds to the owner, after deduction of all
expenses, which include a commission for services rendered.
In actual practice, the activities of the larger firms are more
varied and usually embrace all the following:
1. Sale of consigned merchandise on a commission basis.
2. Sale of consigned merchandise on a profit-and-loss-sharing
basis.
3. Retailing of credit to growers.
4. Operation of owned or leased farms and marketing of crops
raised.
5. Purchase of merchandise as principals for immediate resale.
6. Purchase of merchandise as principals or agents for deferred
resale.
7. Operation of transportation facilities for marketing and
delivery.
8. Prosecution of transportation claims.
As far as his activities as an agent are concerned, the fruit and
produce commission merchant may well be compared to a stock
broker: both operate in a highly sensitive and widely, sometimes
erratically, fluctuating market; both serve a large and changing
clientele, and both must be equipped to give effect to orders and
account for them with the utmost promptness. In fact, delay is
even more fatal to the former, because he is dealing in a per
ishable commodity, which, unless promptly disposed of, will turn
into a liability and invite endless complaints involving questions
of fact not always susceptible of proof.
Speed and accuracy in rendering account of sales are so essential
to the success of every commission house that there should be no
exceptions to the cardinal rule that all shipments received and sold
during the day must be accounted for before the office closes for
the same day. An accounting system not adapted to this para
mount requirement will inevitably act as a serious handicap in
the race against the keenest competition.
Unfortunately, the necessity of maintaining an efficient and upto-date accounting department is not always realized by the heads
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of large firms, who, as a rule, built up their businesses from a
very modest start and are therefore not sufficiently conversant
with modern methods. Old-fashioned, cumbersome practices
and considerable duplication of work still prevail in many offices,
although the introduction of a system based upon the latest
statement machines would simplify the task greatly and insure
greater accuracy at the same time.
The following paragraphs will give a brief outline of the routine
of a large fruit and commission house with particular attention to
certain accounting problems arising from special conditions not
found elsewhere, which call for highly specialized treatment if
the best results are to be obtained.
Receipt of merchandise. Shipments from many different sources
are received during the night at railroad freight yards or docks and
must either be sold on the spot, or be transported to the various
markets in the city. In either case, the merchandise is eventually
distributed among the salesmen in lots described in detail on con
signment reports prepared in duplicate by the buying agent and
attached to the shipping documents. The salesman retains the
duplicate, signs the original and forwards it with freight bill, in
spection certificate and other documents to the office, where a sep
arate voucher envelope is immediately prepared for each carload
for the filing of all papers and information appertaining to it.
Sales. Selling activities are usually confined to the hours
between midnight and noon. Sales pads containing original
and duplicate sales slips and two sold cards are used. The origi
nal is sent to the billing department and the duplicate retained
by the salesman, while one sold card is given to the purchaser and
the other attached to the goods sold. Upon delivery, the signa
ture of the purchaser must be obtained and the signed card
returned to the office, to be filed with others in numerical order
by days.
Billing and collection. In the billing department, cartage rates
are entered on the sales tickets, which are then extended, totaled,
checked and sorted alphabetically for the benefit of the billing
machine operator.
The collection records present a radical departure from the oldfashioned accounts-receivable ledgers, which is necessitated by
special trade customs and conditions. Perhaps in no other
business are unauthorized reductions of prices previously agreed
to so widespread or tolerated to such an extent. A very large
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percentage of invoices is never paid in full, but returned with socalled “clips” marked thereon and accompanied by a remittance
for the reduced amount. Since each invoice lists many items,
several of which may be adjusted arbitrarily by the purchaser,
it would be impossible to record and explain all these differences
on the standard ledger account. For this reason the accountsreceivable ledgers consist of duplicate invoices filed in alphabetical
order in several loose-leaf binders. These sheets may be marked
up readily to conform to the explanation furnished, while the
original bill returned with the remittance is sent to the salesman
for adjustment with the buyer. Sometimes insistence upon the
agreed price is successful; generally, however, the differences are
eventually allowed.
Invoice blanks are prepared in sets of original and duplicate,
ready for use in a statement machine having separate counters
for amount, cartage, containers and total, corresponding to col
umns on the invoice. In addition to date, description and price,
the number of the sales ticket is also entered, in order to facilitate
reference to the signed sold card, whenever the purchaser can not
be found to have received the item in dispute. Typed invoice
sets are filed in an alphabetical tray, the originals being detached
and forwarded daily or weekly, in accordance with arrangements
made with the individual customers. Until the invoice is sent
out, all subsequent sales are simply added to preceding ones on the
same sheets and the machine automatically prints the grand total
in the last column.
Remittances are sorted alphabetically and entered in sepa
rate columns of the cash-receipt book for each subdivision having
a separate controlling account. Postings are made with the
usual date and folio references by using a “paid” stamp, or by
deducting part payments to show open balances.
Once a week all canceled sheets are taken out and those accu
mulated in the tray for the current week substituted, the weekly
totals shown by the counters of the statement machine being
posted to the general ledger:
Dr. Accounts receivable A-F
G-0
P-Z
Chain stores
Cr. Sales
Containers
Cartage income
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For weeks overlapping the end of the month, two readings are
taken from the machine, so that the general ledger may show the
monthly closing figure as well.
The allowance book is posted by means of an “allowed” stamp
or by deducting part allowances from the amount shown to be due.
The weekly posting to the general ledger is as follows:
Dr. Sales canceled
Sales allowances
Cost of sales:
Containers
Cartage
Cr. Accounts receivable A-F
GO
P-Z
Chain stores
Proof of the correctness of all postings is obtained by preparing
weekly lists of all open items and comparing the totals with the
controls.
The account-sales department. The account-sales department
has two divisions, one for commission consignors and the other
for joint-venture shippers and others. Commission consignors
are those who pay a flat commission for the services of the con
signee as already mentioned. Their number is considerable, but
the individual shipments are small, so that one carload frequently
contains consignments from several dozen different parties, each
of whom expects to receive his separate cheque by return mail.
Joint-venture shippers ship merchandise in carload lots with the
understanding that the net profit or loss from the sale will be
shared in a specified ratio, generally half and half. In such cases
drafts are usually drawn upon the consignee for the cost. Ac
count sales are demanded daily, but they need not be accom
panied by remittances as the business connection is permanent
enough to require only periodical settlements offsetting profits
against losses.
The voucher envelopes previously referred to form the basic
record, from which all further entries originate. All documents
received are segregated according to commission consignors,
joint-venture shippers, farms operated and outright purchases.
Separate envelopes must be prepared for each carload, all docu
ments stamped with the proper envelope number and the in
formation supplied by them entered on the face of the envelope,
which is then placed in an active file, pending the receipt of the
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sales reports. Freight bills are passed on to the disbursing desk,
where their payment is recorded in separate columns of the cash
disbursement book in accordance with the plan of segregation.
Other disbursements to be authorized by the account-sales de
partment are the payment of drafts drawn against joint-venture
shipments and remittances to shippers out of accumulated joint
venture profits, charges being made to “joint-venture cost” and
“shippers’ ledger control” respectively.
By noon, salesmen report the prices realized for each shipment
and the high-pressure work of the account-sales department
begins. Freight and cartage are prorated to the individual com
mission consignors, and amounts are extended, added and checked
before the consignment reports thus prepared are turned over to
the operators of the account-sales machines.
The account sales for commission transactions consist of
voucher cheques with duplicate and triplicate copies, supplied in
pads with carbon paper inserted, ready for use. The original has
a horizontal perforation, in order that the lower part, the cheque,
may readily be detached by the payee. The upper half, the
voucher, is ruled in columnar form for the recording of the follow
ing information:
Date
Description
Price
Gross amount
Freight
Cartage
Commission
Net amount
A statement machine with five separate counters is used and,
at the end of the day, the totals accumulated are entered in cor
responding columns of the commission cashbook. A separate
bank account is necessary for commission transactions exclusively,
in view of the excessive number of small cheques mailed daily
which would render the reconciliation of the general bank account
too difficult.
The monthly totals of the commission cashbook are posted to
the general ledger as follows:

Dr. Sales of commission shipments
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Cr. Consignors’ freight
Cartage income
Commissions earned
Cash
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Consignors’ freight having been charged with freight bills paid
upon receipt of shipments, the account should now balance.
Differences must be analyzed and identified with incomplete
transactions or errors to be adjusted.
When the voucher cheques are signed and mailed, the duplicate
account sales are bound in numerical order by days for future
reference, while the triplicates are filed under the name of the
agent, who is entitled to a commission for having obtained the
shipment from the consignor. The monthly sales totals of each
agent are obtained from these sheets and form the basis of entries
for commissions payable credited once a month to the individual
accounts in the agents’ ledger.
Account sales for joint-venture shipments are somewhat similar
to those used for commission transactions, except that there are
no cheques attached and that columns are provided for the
following:
Date
Car number
Description
Price
Gross amount
Cost
Freight and storage
Cartage
(Commission)
Half profit (loss)
Net amount
Remitted
Balance

Blanks are supplied in triplicate sets with carbons, each set
being used in lieu of a ledger account and filed in alphabetical
order in trays, as accounts-receivable cards are used with book
keeping machines in many other kinds of business. Postings are
made from the cashbook columns already mentioned to the cost,
freight and remitted columns of the account sales, while the con
signment reports duly completed provide the information for the
gross amount and cartage columns. Cross footing at the bottom
yields the one-half profit, the net amount and the balance for the
day. With these figures inserted, the three copies are separated;
the originals mailed; the duplicates bound to support the daily
totals entered from the counters of the machine into the shippers’
journal, and the triplicates filed in loose-leaf binders by the names
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of shippers, but not until the balances have been carried forward
to new account-sales sets for the following day. As a rule, no
commission is due agents on joint-venture shipments.
The balance of the shippers’ ledger control account must equal
the total of open balances in the tray, after the shippers’ journal
is posted as follows:
Dr. Sales of joint venture
shipments
Cr. Joint-venture cost
“
freight and storage
“
cartage
“
profits
(Commissions earned)
Shippers’ ledger control

Joint-venture cost and freight accounts should balance, unless
the sale of a shipment is delayed beyond the end of the month. In
this case, which will be further referred to under storage transac
tions, no posting of cost and freight is made from the cashbook
until the sale is effected. Any items left unchecked in those two
cash-disbursement columns at the end of the month will equal the
balances of the cost and freight controls in the general ledger and
also the aggregate of items appearing under the same headings on
the face of voucher envelopes left in the active file. Joint-venture
cartage is closed out monthly to cartage income, unless cartage
was earned on an unsold shipment, when the transferring
entry must be so adjusted as to leave a debit balance in the joint
venture cartage account corresponding to the total of cartage
items listed on the face of active envelopes.
It will be noted that the shippers’ ledger actually has four con
trols, of which three are supported by envelopes and one by the
alphabetical tray. If the number of transactions is compara
tively small and most shipments are received for immediate resale,
the four controls may be combined in one. In the case of a large
firm, however, the subdivision will be found helpful, not only be
cause errors may be traced, but also because inventory items are
kept separate from accounts receivable or payable balances.
Retailing of credit. In most instances it is necessary to finance
shippers during the growing season and to deduct advances thus
made from credits due for shipments received. Agreements made
with individual shippers vary greatly and range all the way from
clean commission or joint-venture transactions or a combination
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of both to outright purchases, with provision for the full or pro
rated deduction of advances from proceeds of shipments until the
debt is repaid. In all cases it is possible to use the account-sales
blanks described, although some of the columns may not be
needed.
Such advances are frequently secured by notes, chattel mort
gages on crops or other collateral. Memorandum records contain
the necessary information, which is not reflected on the books of
account, because experience shows that when crops are poor ad
vances are uncollectable, whether secured or not.
Credit agreements do not provide for interest in the average
deal, provided the debt is liquidated at the end of the season. If,
however, the shipper must be “carried” for another season, it is
customary to charge one year’s interest.
Operation of leased or owned farms. The usual problem of ac
counting for subsidiaries in its simplest form occurs in operating
leased or owned farms. A separate set of books is kept for each
farm, controlled by an investment account and an operating ac
count for each in the general ledger. A revolving fund account,
subject to cheques drawn by the farm manager, is opened in
the local bank for operating expenses and replenished by transfer
upon receipt of a monthly cash report. Freight and other ex
penditures incurred in behalf of each farm are entered in separate
columns of the cash-disbursement book. Postings are made from
these records in detail to the farm ledgers and in total to the
operating controls. Sales are entered by the account-sales de
partment in a separate book for each farm and the monthly
totals are posted to the general ledger as follows:
Dr. Sales of operated farms Cr. Texas farm operating account
Cartage income
Commissions earned
and to the farm ledgers:
Dr. Control
Cartage
Commissions paid
Cr. Sales
In order to determine the ability of operated farms to compete
with outside enterprises it is advisable to treat them exactly as
though they were regular consignors. Objections need not be
raised against this method in the preparation of consolidated
statements, since the amount of expected income is readily avail
able for adjustment.
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Purchase of merchandise as principals for immediate resale.
Farm managers and others are frequently instructed to buy
merchandise and ship it to headquarters. In the case of farms,
the regular monthly cash statements will show the amount spent
for purchases, supported by vouchers covering each transaction.
If it is desired to reflect the profit on the farm books, the sale is
entered in the farm-sales journal; if not, the farm merely gets
credit for the amount spent. The same two methods may be
used in transactions through buying agents. If the agent has a
contractual interest in the results of his campaign, he may be
treated like any other shipper to whom advances have been made.
If not, as in the case of corporate officers, his expenditures may be
charged direct to cost of sales.
Purchase and storage of merchandise for deferred resale. Onions,
potatoes and other durable vegetables are cheaper in fall than in
spring, and it may therefore pay to store them in large quantities.
Commission merchants usually engage in this highly speculative
activity for their own account as well as in behalf of shippers or as
a joint venture.
Accounting records treating this phase of the business should be
especially clear and complete, because it is generally necessary to
pledge the stock over the winter months as a security for borrowed
money, the merchant’s own cash resources being already at their
lowest ebb on account of advances made to his own farms and
other growers in anticipation of next year’s crop. This fact to the
contrary notwithstanding, it is the practice to charge all expendi
tures to cost of sales and to set up estimated inventories at the
ends of the months, because the actual amount invested in them
is often forgotten. In order to avoid guessing, and to save the
time spent in analyzing all records for the banker, when borrowing
becomes necessary, it is preferable to open a separate storage
ledger column in the cash-disbursement book, in which all cost,
freight and storage expenditures made for the firm’s own account
are entered, the monthly total being posted to storage-ledger con
trol. Voucher envelopes kept on file for every item form the sub
sidiary storage ledger, which should be reconciled monthly in the
usual way. Inventory statements may be drawn up on regular
account-sales sheets to be submitted to the bank. When sales
are made, the corresponding envelopes will be removed to inactive
files and the amounts charged to the respective subdivisions of
cost of sales from a monthly summary.
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Storage transactions in which others participate are best com
bined with the regular joint-venture shippers’ records. No
account sales need be posted or mailed until the merchandise is
sold, because the payment of his draft is sufficient notice to the
shipper. Joint-venture cost, freight and storage and cartage
accounts will, in this case, show substantial debit balances, which,
however, are readily supported by voucher envelopes in the
active files, until all stored merchandise is finally sold.
Operation of transportation facilities. The ownership of a large
fleet of motor trucks is not only a source of comfortable profit, but
of considerable satisfaction as well, because of promptness and
trustworthy deliveries. With the exception of direct sales from
the docks, the same merchandise is carted at least twice: first to
the markets and then from the markets to the customers’ premises.
Repacking and storage increase the need for good delivery
facilities.
From an accounting point of view, one feature of trucking oper
ations deserves special attention: how to give credit to the trucks
for every haul without organizing a separate trucking business
which would render regular bills for its services. The great
majority of cartage bills can be eliminated by charging the
cartage rates fixed in many large cities by the truckmen’s unions
to every shipper and customer and crediting the proceeds to the
cartage-income account as already indicated in preceding para
graphs. An exception should be made in favor of shippers,
whenever goods are sold direct from the docks, because then no
service is actually rendered.
Cartage earned on the hauling of outright purchases to market
is entered daily from the envelopes in a cartage journal. Another
daily entry to the same record arises from delivery hauls to cus
tomers who prefer to buy at prices including delivery. As no
cartage may be charged to them, the amount earned is entered in
the journal instead of on the sales ticket. At the end of the
month the total accumulated from both sources is charged to cost
of sales and credited to cartage income. Similarly, cartage cred
ited to customers through the allowance book is a charge to cost
of sales and not to the income earned by the trucks, if the service
was rendered by them.
Trips in addition to the regular two hauls for each package are
reported daily by the truck foreman and entered on the envelopes
of the respective shipments. Cartage earned on merchandise in
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storage is credited to cartage income each month by the simple
expedient of bringing joint-venture cartage and storage-ledger
control accounts into agreement with the totals shown by the
envelopes supporting each control. The profit realized by the
trucks on cartage charged against unsold merchandise is, of
course, anticipated income, for which adjustment may be made
when financial statements are prepared.
Cartage must sometimes be paid to outside truckmen, when
owned trucks are unavailable. Amounts so expended are a direct
charge against cartage income.
Prosecution of transportation claims. Prosecution of transporta
tion claims would seem to be merely a secondary activity not
worthy of being listed among sources of income. As a matter of
fact, considerable income is realized from the practical application
of the legal theory that if the carrier fails to deliver the goods at
the appointed time and market prices subsequently decline the loss
so suffered should be borne by the party at fault. Competition
forces railroads to settle claims of this nature promptly, so that it
pays for a large firm to employ an experienced freight auditor who
will, of course, investigate all other grounds for claims as well.
Claims are accounted for on a cash basis. They are entered in
a claim register, from which a monthly posting is made to memo
randum accounts on the general ledger, so as to show the total of
unsettled claims offset by a reserve for the same amount. Collec
tions are posted to the register opposite the original entry and a
monthly posting transfers the proceeds to income, against which
the salary of the freight auditor and collection expenses are proper
charges. If claims are pressed in behalf of some of the larger
shippers, register sheets may be opened for them like ledger
accounts and collections divided with them in the agreed
ratio.
Accounts payable. It has been assumed that no records of
accounts payable, such as a voucher register, are being kept.
Indeed, no elaborate control over liabilities is needed, because
business is transacted almost entirely on a cash basis. Merchan
dise must be paid for either before shipment or, together with
freight, immediately upon receipt. Accounts which may accrue
from month to month are therefore limited to expense liabilities
for which no special system is needed beyond the preparation of
a list showing classified totals of bills which could not be paid
before the cashbook closed for the preceding month.
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Cash records. The more important columns of the cash-dis
bursement book, some of which have already been mentioned,
are the following:
Consignors’ freight
Agents’ ledger (commissions payable)
Shippers’ ledger
Joint-venture cost
Joint-venture freight and storage
Storage ledger
Merchandise
Freight and storage
Containers
Texas farms
Florida farms
New Jersey farms
Trucking expenses
Expense ledger
General ledger

The columns of the cash-receipt book will be headed somewhat as
follows:
Accounts receivable A-F
G-0
P-Z
Chain stores
Cash sales
Transportation claims
General ledger
Other columns may be added as circumstances require, but the
general form and use of the books is not different from forms and
uses in other kinds of business. If too many bank accounts have
to be carried, a cash summary book will be helpful in obtaining the
daily cash position.
Income account. A standard form for the income account,
which could be pronounced theoretically correct, does not seem to
have been found so far. A form widely used, which has the ap
proval of a prominent accounting firm, disregards the fact that the
fruit and produce commission merchant is merely a broker after
all and considers him the purchaser of all merchandise received
from commission and joint-venture consignors to be resold for his
own account at the purchase price. In other words, both sales
and merchandise accounts are inflated by the same figure, namely,
the total of sales for account of consignors, while commissions
earned and joint-venture profits are stated as separate income
items.
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It is true that the agency relationship is not so well defined in
all its ramifications and is not consistently followed to the same
conclusions as in the case of other brokers. For instance, sales
allowances can not be collected from shippers, sales including
delivery are not adjusted for cartage expense, transportation
claims collected are not passed on to consignors unless it is so
specifically agreed. On the other hand, salesmen seldom identify
every price with a package and an individual consignor; they
merely report the market average for everybody, perhaps with a
slight tendency to be on the safe side, which is, in turn, checked
by competition. When small quantities of merchandise remain
unsold, they are in effect purchased from the consignor without his
knowledge, by sending him an account sales and a remittance
based on the market price. These trade practices may imply a
certain measure of proprietary interest, but they hardly justify
the utter disregard of the commission merchant’s position as a
factor, nor the statement of the same income twice—once in the
gross amount under sales and again in net figures as commissions
earned, etc.
A compromise which will satisfy the merchant’s insistence that
his total sales be shown and will also describe facts more accu
rately is suggested in the following form:
Income
Sales...............................................
Less: sales for account of
Commission consignors
Joint-venture shippers.

$7,892,341.57

$2,908,238.21
3,416,089.01

Sales for own account. .
Commissions earned. . .
Profit on joint ventures

6,324,327.22

$1,568,014.35
290,823.82
277,976.86
2,136,815.03
91,814.56

Less: sales allowances.
Total income from sales
Cost of sales
Merchandise.....................
Freight and storage.........
Cartage.............................
Containers........................

$2,045,000.47
$823,123.53
390,137.18
32,924.92
17,929.48

* Includes operated farms.
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Agents’ salaries, commissions and ex
penses ................................................
Miscellaneous............................................

$80,498.45
1,653.88

Gross profit.......................................................................

$1,346,267.44
$ 698,733.03

The remainder of the income account does not present special
problems. Income from farming, truck operations and claims is
best included under the caption “other income,” after general
and administrative expenses, since it is derived from activities
which are not an integral part of the commission merchant’s
business but merely incidental to it.
The various forms of income accounts all suffer in point of
clarity from the fact that collection records are not segregated
according to the three main sources of income. Allowances, for
instance, are known in total, but can not be allocated separately.
This, however, must be considered a matter of secondary impor
tance compared to the necessity of saving time and effort, and of
reducing the unwieldy mass of detail to manageable proportions.
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Phases of Budgetary Control*
By Frank S. Hecox
There is perhaps no subject of more vital interest to manage
ment than ways and means of controlling operations. One of
the most effective means of controlling operations is by the use
of a budget system—a statement of future accounts. The
accounts record what has happened in the past; the budget shows
what we expect will happen in the future. The responsibility
for the preparation and operation of the budget is delegated to
individuals and the budget should be so prepared that they can
be held accountable for actual results.
PURPOSE

The purpose of the budget is to maintain control over the
following factors that are present in every business: regulation of
cost of sales; regulation of expenses; investment and turnover
in inventories; expenditures for plant additions and plant changes,
and the regulation of finances. A budget forecasts sales, pro
duction, buying, expenditures, financing, profits and financial
position.
ORGANIZATION FOR PREPARATION OF BUDGET

Before installing a budget the organization must be thoroughly
in favor of the idea of budgetary control. In many cases it is
better to start in a small way than with a complete budget. A
company can start with a cash budget, and as the organization
sees the advantages and results to be obtained the plan can be
gradually increased until it is extended to all phases of the busi
ness. There must be a proper organization for budget control
and administration. Probably the most satisfactory results are
obtained through a budget committee composed of the functional
heads. The comptroller or other accounting officer should be a
member of this committee. In the preparation of a budget the
first step is to classify the various functions and fix the responsi
bility for the preparation of forecasts. It is the duty of the
person in charge of the budget to see that all forecasts are made
and assembled and that the completed budget is prepared well
in advance of the budget period. The person in charge of the
*Address delivered at a meeting of the Oregon State Society of Certified Public Accountants.
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preparation should furnish department heads with information
relative to past performance. The expense accounts should be
properly classified into the natural functions of manufacturing,
selling and administration so that responsibility may be properly
fixed. The budget period may vary in time from a few months to
a year. However, it should be long enough to include a complete
cycle from the purchase of the raw materials to the sale of the
finished product.
THE MASTER BUDGET

The master budget is composed of the following schedules,
which will be discussed in the order named: sales forecast, pro
duction and purchase forecast, expense forecast, plant-addition
and plant-change budget, cash budget, other-income and otherdeductions forecast, and the estimated balance-sheet and profitand-loss statement.
The responsibility for the sales forecast rests on the executive
in charge of sales. In preparing this forecast the sales for the
previous year should be studied, any marked trend noted, an
analysis made of the existing market and all desirable or unde
sirable factors taken into consideration. In the case of a concern
doing a national business the salesmen in the field present their
forecasts to the territorial sales managers. The territorial sales
managers revise the salemen’s forecasts to what they believe can
be reasonably expected and forward them to the sales manager,
who likewise amends the forecasts in light of additional data that
he may have. The forecast submitted should show the number
of units expected to be sold each month of the fiscal year. It
is first prepared in quantities, to show the expected sales by
months for the whole period, and later summarized, showing total
sales values.
The responsibility for the production and purchase forecast
rests on the executive in charge of manufacturing. The pro
duction schedule is based on the sales forecast, taking into con
sideration the desired ending inventories and the beginning
inventories. This is summarized by units, by lines, by months.
It is the function of the purchasing department to buy the raw
materials and have them available when needed for production.
It is the function of the cost department to estimate the direct
labor for the production schedule. In the last few years many
manufacturers have installed standard costs and now use prede
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termined rates for materials, labor and manufacturing expense.
The standard costs established are the budget costs.
The expense forecast represents all expenditures in a manu
facturing concern other than direct materials and direct labor.
In the case of a retail or wholesale concern it represents all expense
except merchandise purchased for sale. The departmental fore
casts are prepared by the various department heads, covering
the items for which they are responsible. The expense forecast
should be divided into the manufacturing, selling and adminis
trative sections. Expenses under these main divisions are further
divided into fixed expense and variable expense. In the manu
facturing-expense section among the absolutely fixed items are
such expenses as superintendence, depreciation, taxes, insurance,
etc., which may be referred to as 100 per cent. fixed, since they
will be the same whether the production is 50,000 units or 100,000
units. Among the 100 per cent. variable items are expenses such
as inspection, material handling and manufacturing supplies that
vary according to the production. Between the classes 100
per cent. fixed and 100 per cent. variable there are expense items
which are partly variable, such as light, heat, power, salaries, etc.
A practical method of arriving at the degree of variation of these
partly variable expenses, according to volume, is to use a per
centage calculated on past experience.
Plant-addition and plant-change budget provides for purchase
of new buildings or equipment and for any extraordinary repairs
that may be needed for carrying out the production forecast.
The purchasing of new buildings or equipment is analyzed from
the viewpoint of the profit return on the added investment and
consideration is given to the conversion of current assets into
fixed assets.
The cash budget is usually divided into two sections. The
cash-receipts section shows the estimated cash receipts for the
budget period. In most concerns this is composed of the col
lection of sight drafts, accounts and notes receivable. There
should be estimated the expected collection of each month’s
billing based on past experience. The cash-disbursements sec
tion shows the expected accounts payable, notes payable, pay
rolls, manufacturing, selling and administrative expenses.
The other-income and other-deductions forecast includes non
operating income and expenses such as interest, dividends, federal
income tax and any extraordinary incomes or expenses. Using
189

The Journal of Accountancy
the above forecasts there can be compiled an estimated balancesheet and profit-and-loss statement as of the end of the budget
period.
OPERATION OF THE BUDGET

The budget should be flexible, and a monthly revision should
be made, eliminating the first month and adding a new month.
Flexibility is essential in order that advantage may be taken of
any favorable or unfavorable condition that may develop. The
budget is practicable only to the extent to which it is applied to the
control of operations and expenditures. It is a standard with
which actual results are measured. It should be the chart that
governs the course of the business. The department heads
receive copies of their departmental budgets and the general
manager receives copies of all budgets. Monthly comparison
should be made between the actual results and the budget, and
the causes of variation should be analyzed.
THE BENEFITS

Budgetary control plans responsibility, coordinates individual
departments, regulates expense according to income, maintains
proper inventory control consistent with the volume of sales and
is a yardstick with which to measure actual accomplishment.
It acts as a safety signal in pointing out unfavorable trends.
The professional accountant can render a distinct service by
convincing business executives of the benefits to be derived from
controlling operations by the use of the budget. The professional
accountant is best qualified by training and experience to analyze
and interpret the facts with reference to past results and to
render sound advice in the preparation and supervision of the
budget. In far too many instances business men are awaiting
the post mortem at the close of the year to determine the reasons
why profits did not come up to expectations, or even the reasons
why the year’s operations resulted in a loss. There is no excuse
for this condition of affairs when day-by-day operations can be
visualized and regulated by intelligent budgetary control.
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What an Accountant Should Know about Law*
By John

J. Sullivan

What should an accountant know about law? I shall not at
tempt to give a complete list of legal topics with which an ac
countant should have some acquaintance. Any such list must
vary in accordance with the particular clients whom any given
accountant has occasion to serve. For instance, accountants
having much to do with mining companies must know a lot about
the peculiarities of mining law involving special problems of
exhaustion of the mineral body, and in many instances, special
problems relating to mining leases. There is a tremendous field of
statutory and judge-made law concerning coal mining alone.
This brings me to mention that we can not approach the law as
if it consisted of a definite number of certain rules running in a
series, say from No. 1 to No. 10,000,000, both inclusive. The
law is like the air we breathe. It permeates everything. It
affects all the relations of political, social and business life. These
relations are changing constantly and while the law must be kept
fairly steady it must also reflect changing conditions and new
tendencies.
I would emphasize this thought, for I fear that some account
ants get into the way of regarding legal rules as if they were fixed
quantities capable of final and absolute determination, the same
as a problem in arithmetic. This mistaken way of thinking has
led some accountants, and some lawyers also, to urge on their
clients the solution of such problems as corporate organization and
financing entirely on the basis of the savings in taxes to be effected
under the application of existing tax laws. Then, perhaps, hardly
is the new enterprise launched when the tax laws are changed
and some economic vice in the corporate set-up causes endless
trouble, while the supposed advantages from the viewpoint of the
taxes have quite vanished.
Therefore, I should divide law into two categories: first, those
fundamental principles which are seated on justice and honesty
and logic, which must remain constant, and, second, those
more or less arbitrary rules and regulations, some reasonable,
*Address delivered at a meeting of the Philadelphia Chapter, Pennsylvania Institute of Certi
fied Public Accountants.
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some unreasonable, which a legislature or a state or federal bureau
may lay down and are essentially changeable.
Any accountant who would go far in his profession should
prize a knowledge of the fundamental legal principles far more
than a knowledge of the latest regulations. Needless to say, the
technical detail of working out a particular problem may necessi
tate full recognition of the current regulations, but they should
be accepted at their actual transient value and not be given undue
weight in formulating a permanent programme which is to govern
the affairs of some business concern perhaps long after the existing
regulations shall have been swept away.
I lay stress on this thought for it is vital to any truly profes
sional education. It marks the dividing line between the archi
tect and the mere draftsman; between the chemist and the mere
analyst who spends his life applying some rule of thumb to the
materials brought before him, without any appreciation of the
scientific principles which underlie that rule of thumb; between
the engineer and the mechanic; between the physician and the
masseur.
It is impossible for any one head to learn and memorize all the
statutory and departmental rules and regulations that our busy
legislatures and other branches of government are forever devis
ing and then altering. It is perhaps a mistake to attempt to load
one’s memory with a lot of unessential information, just as a
banker who must pass on problems of investment and of other
matters involving thought and judgment should not waste his
time and burden his memory with all the figures of a long interest
table.
Starting from this point I suggest that an accountant desiring
to increase his knowledge of the law should begin by taking a
definite course of legal studies. If, having completed this
course, he finds that his thirst is still unquenched he may
take up some well written textbooks. In his selection of
such textbooks I should warn him against anything which
professes to be encyclopaedic. There is an old Greek maxim
to the effect that the half is greater than the whole. The articles
in a legal encyclopaedia intend to be exhaustive. The result is that
they fail to give proper proportion to the various rules and deci
sions which they set forth, and the casual lay reader is likely to
flounder through a sort of legal everglades without any chart or
compass. Sometimes after reading a legal treatise which pur
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ports to be comprehensive one finds that one actually compre
hends little or nothing of it. Moreover, some of these treatises
are written mechanically by hack writers who have neither special
experience nor inspiration. The same caution applies to text
books. A well ordered work on corporations in a volume or two
is more suitable for an accountant who is trying to get a grasp of
the principles underlying the corporate structure than a tenvolume work giving indiscriminately all the decisions by all the
courts. The ten-volume work may be consulted in an effort to
learn the details when a special problem arises, but the shorter
work setting forth the true relations of the various parties inter
ested in a corporation, all in their due proportion, is far more
useful for reading through and making the information part of
one’s permanent mental equipment.
Needless to say, when I speak of the smaller work as being
sometimes preferable to the larger one, I do not mean to praise
every book merely because it is small. There are many small
legal textbooks which are of slight value. On the other hand,
there are comparatively large works, such as Samuel Williston’s
books on contracts and sales, which are masterpieces.
In every branch of the law there is likely to be some one work
which towers over its fellows and states real principles in that
branch of the law accurately, in proper consecutive order and
with a due sense of proportion. These are the books to prize and
make one’s own, not by merely acquiring title to them through a
transaction at the bookseller’s, but by reading them and letting the
brain work as the eye roves over the type.
I remember a law student with whom I prepared for some ex
aminations at law school many years ago. He was a neat
penman and lavished large sums of money on the purchase of all
the books recommended by our professors. When going over these
books he would underline in red ink every line of each page, and,
judging by the results of the examinations, I think that he was
more occupied with his own lines than with the printed lines
which he was expected to study. He had no sense of value or
proportion.
In conclusion, may I suggest as a group of important legal sub
jects worthy of any accountant’s study the following: contracts,
sales of personal property and real estate, suretyship and guar
anty, the settlement of estates, property law, including real estate
and personal property, banking law and insurance law. The
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immediate value of some of these studies may not be apparent,
but the accountant will find them truly instructive. Instruction
means building in, and I can not close my remarks better than by
repeating what I urged at the outset, that what a really profes
sional accountant should seek is to build up the structure of his
mind rather than to busy himself entirely with the passing in
formation such as is gleaned from this afternoon’s newspaper and
is promptly and properly discarded like the newspaper itself.
Even from the purely pecuniary viewpoint, the returns in the
long run from acquiring the fundamentals are likely to exceed by
far any returns from the learning of transient and petty details.
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Balance-sheet Valuation in German Law
By Joseph L. Weiner

The correctness of the principles on which balance-sheets are
prepared comes frequently before courts and is now occupying
the increasing attention of legislatures. Irrespective of legal
compulsion, the preparation of balance-sheets is a universal
practice. But it is natural that interest in theories of valuation
should be liveliest when the preparation of balance-sheets is
prescribed by law. This has been so in Germany since 1861.
The balance-sheet provisions of the present German commercial
code, adopted in 1897, are substantially the same as those of the
1861 code. The duty to keep books is provided for by section 39
of the present code:
“Every business must keep books in which its business transactions
and the state of its property are to be intelligibly recorded according to
the principles of proper bookkeeping.”

Section 39 provides also for an opening balance-sheet and an
annual balance-sheet thereafter.
EARLY CONTROVERSY

Section 40, which provides, inter alia, how the assets and lia
bilities are to be valued, is in part as follows:
“... In the inventory and balance-sheet each item enumerated among
the assets and liabilities must be set down at the value which ought to
be ascribed to it at the date as of which the inventory and balance-sheet
are being drawn up.
“Doubtful book debts must be set down at their probable value;
unrecoverable debts must be written off.”

With the exception of the specific injunction about debts, the
operative words are clearly “the value which ought to be as
cribed ” to the asset or liability. This phrase has an interesting
history. In 1857, prior to the unification of Germany, a con
ference was called to draft a uniform commercial code for the
then independent German states. The basis of the conference
discussions was a draft prepared by the Prussian representatives.
This draft contained only a few valuation rules, to wit, goods and
materials were to be carried at the lower of cost or market,
merchandise which had depreciated through being stored and
machinery worn out by use were to be valued at correspondingly
lower figures. No other valuation problems were mentioned.
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This section was vigorously attacked in the conference, es
pecially on the ground that it was too specific. To meet this
objection, the statute was made to read that the assets and lia
bilities were to be set down at their “true value.” This in turn
was changed by substituting “value which ought to be ascribed,”
leaving the section as above.
This “value which ought to be ascribed” is a far cry from the
cost-or-market principle of the Prussian draft. But did the con
ference intend such a change? Not at all. The conference
minutes contain the surprising declaration that the valuation
provision is modeled substantially on the original draft.
In the other fields of German law, cost and value were regarded
as distinct, almost as opposites. They are still so regarded in
most fields of law. Value was generally assumed to mean market
or exchange value, variously referred to as verkehrswert, gemeiner
wert, verkaufswert. It was natural, therefore, for jurists to in
terpret the statute in the light of this accepted usage despite the
assertion that this was “substantially” the draft provision. In
any event, they concluded that “value, ” as used in a statute and
unless qualified by other language, meant legally “exchange
value.”
This was the situation in the absence of a court decision. In
fact, no authoritative decision appeared prior to 1873. In that
year an interesting case in valuation arose. A corporation was
formed to take over a banking partnership on the basis of the
latter’s book value. Among the bank’s liabilities were gold
deposits, payable in specie but not callable for six months. The
bank’s book entries were in terms of silver thalers, which were
legal tender, at current prices for gold. The corporation argued
that the gold deposits should have been calculated at the gov
ernment gold-silver ratio, which was higher, and would, there
fore, have resulted in an increase in the liabilities. The court
held that the probable price of gold at the time of repayment was
to be determined; that the current price and the official ratio were
merely facts to be taken into consideration in determining that
price. In a dictum the court sought to lay down general valua
tion principles, as follows:
“ The value which is determinative for the balance-sheet is in all cases
the general exchange value in contrast to some figure based solely on
wilful individual judgment or pure speculation. The balance-sheet
should correspond, with objective truth, to the real state of the property
and it follows from this that assets or liabilities which have a market or
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exchange value should as a rule be entered in the balance-sheet at such
value, whereas for other assets their present objective value is to be
determined in some other way. According to this view the idea of a
fictitious instantaneous general realization of all assets and liabilities is
the concept underlying the balance-sheet; but at the same time the view
point is that in reality the continuation and not the liquidation of the
business is intended. Therefore, in the determination of the individual
values, the influence of liquidation upon the latter is to be left out of ac
count.”

This encyclopaedic dictum contains many propositions worth
investigating further. We are met at the outset with a contrast
between exchange value and subjective value, a contrast by no
means unique, inasmuch as reproduction cost, actual cost and
several other possible bases are fully as objective as market value,
and superior, in many circumstances, in the ease and accuracy
with which they can be determined.
That the balance-sheet should represent merely those “objec
tive values” envisaged by the court in the second sentence
quoted, rather than subjective opinion (estimates) would be
vigorously disputed by numerous authorities; moreover, that
such objective truth, even where it is desired, is best mani
fested by market price, where such exists, is not free from
doubt.
The most striking proposition of all is the statement of the
underlying concept of the balance-sheet, a statement which if
it makes sense has none the less baffled even its defenders.
Whatever strained construction one may put upon it, it is difficult
to escape the contradictioNin adiecto—the sale that is not a sale.
However, these difficulties were not apparent at the time, and
with startling unanimity contemporary writers agreed that all
the court meant was “sale price” as a criterion. A typical
contemporary paraphrase is that of Endemann:
“ According to mercantile theories this value appears to be the sum which
the given object would realize at the time in question at an immediate sale.”

But the court was not destined to escape so lightly. However
logical its interpretation may have been, it did not prove feasible
in practice. In practice, sale prices were regularly ignored, as
they obviously had to be in the case of fixed assets. The rail
roads in particular were aggrieved. Since the investment of the
roads varied only slightly from time to time, their chief interest
was in an accurate profit-and-loss account which would enable
them to control rates and measure the relative profitableness of
the lines. “Some railroads had no real balance-sheets whatso
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ever. They called their income and expense accounts balancesheets.” They naturally resented any rule of law which would
compel them to show sale values, to say nothing of the ludicrous
results.
This issue was squarely presented in a case in 1879. The
defendant railroad had issued some 17,000,000 marks in bonds in
order to acquire shares of a connecting company, of 20,000,000
marks par value. The shares were carried on the books at cost,
i.e., 17,000,000 marks. Plaintiff, a junior shareholder, proved
that on the basis of the market quotations for the shares they were
worth only 5,000,000 marks and sought an injunction against
dividends on the preferred shares until the deficit was made up.
The court refused and said that fixed assets might be carried
at cost, on the ground that the statute permitted such valua
tion in the case of assets “which by their nature are not subject
to any other measure of their present value.”
Later decisions oscillate between the different theories, with
out apparent efforts to reconcile them. Thus in 1887 the court was
positive that according to section 40 cost was not an upper limit
any more than it could be used for a plant actually worthless;
the value which ought to be attributed to the asset was decisive.
The value in question was one which a more or less extensive
circle would regard as the price that could be realized if the assets
were sold.
In the same decision, however, the court insisted that it was
error to ignore the income of a business in establishing the value
of the fixed assets. The lower court had said that the balancesheet should reveal the market price of the individual assets,
intimating that the difference between the total so determined and
the estimated worth of the enterprise as a going concern might
then be separately entered as goodwill. “In doing this,” said
the supreme court, “the court below ignored what is in fact the
most important element in the determination of value, since in
estimating the value of the fixed assets of an enterprise the truth
is most closely approximated if a value is calculated corresponding
to a capitalization of income, taking into consideration the influ
ence of permanent or merely transitory conditions. If we should
deny the decisive significance of average earnings in the past we
would set ourselves in opposition to every-day experience, which
is, that in bargain and sale the figures for past earnings are
fundamental to the seller in fixing his price.”
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It is apparent that instead of clarifying the law this decision
involves a contradiction even more vital, and more destructive,
than the earlier one. The 1873 decision had an accepted sig
nificance—sale value—which, whatever its drawbacks, was at
least intelligible and subject to practical application. The pres
ent decision, authorizing as it did a consideration of the value of
the business as a whole in determining the values of the respective
assets, could result only in confusion.
THE CORPORATION LAWS OF

1884

AND

1897

The next step forward was taken by the legislature. In 1870
an unparalleled wave of promotion and stock speculation started
in Germany, which came to an abrupt and calamitous end in 1873.
Much of the blame for this was placed on the corporation law,
and a legislative investigation was instituted with a view to in
troducing more stringent laws. Examination of the balancesheets of that period revealed that promoters and their attorneys
conveniently interpreted “value” as probable sale price, and they
devised balance-sheet values hardly justified by their most san
guine expectations. Huge quantities of stock were unloaded on
the assumption that the companies involved had huge earned
surpluses.
A new corporation law developed from the investigation and it
made numerous changes. Among other things, comprehensive
provisions were enacted with respect to balance-sheets and divi
dends. The basic valuation rules are in section 261 of the present
commercial code, which provides:
“ For the preparation of the balance-sheet the provisions of section 40
apply, subject to the following rules:
“ 1. Securities and merchandise that have an exchange or market value
may not be valued higher than the price at which they were quoted at the
time as of which the balance-sheet is prepared, or if such price exceeds
the cost of acquisition or production, then not higher than the latter.
“ 2. Other property may be entered at the cost of purchase or production
at the highest.
“ 3. Plant and other property intended not for resale but to be per
manently employed in the business may be valued at its cost of purchase
or production irrespective of their being worth less, provided a sum cor
responding to physical depreciation is written off or an equivalent amount
is set up in a renewal fund.
“ 4. The cost of organization and management may not be carried in
the balance-sheet as an asset.
“ 5. The amount of share capital and of each reserve and renewal fund
must be carried among the liabilities.
“ 6. The balance of profit or loss must be separately stated at the foot
of the balance-sheet.”

Here the accountant is in more familiar territory. Aside from
the inflexibility of these rules, they are still standard accounting
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practice. A few outstanding features may be briefly noted.
Fixed assets are valued at cost less depreciation; current assets at
the lower of cost or market; organization expense may not be
capitalized (this is more rigorous than is currently demanded).
An interesting but not obvious point with respect to fixed assets
is the following: the statute provides that current assets must be
valued at the lower of cost or Market; on the other hand, fixed
assets may be valued at cost less depreciation, “despite a lower
value.” But suppose that they have a higher “value”? If this
“value ” is exchange value then section 40 allows it to be entered in
the balance-sheet. However, section 261 (2) forbids entering any
asset at more than cost. Therefore, cost is the maximum, but no
depreciation need be written off in such a case.
The surplus shown on the balance-sheet thus prepared is not
entirely available for dividends. Section 262 requires that all
paid-in surplus, and also one twentieth of the annual profits, must
be credited to a statutory reserve until the reserve is equal to one
tenth of the share capital. The reserve may be encroached upon
only to cover deficits.
Section 261 is worded misleadingly. It reads as if it merely
provided certain exceptions to section 40. In fact, it covers
practically the entire field and the major questions of valuation in
corporate balance-sheets were set at rest by it.
FINAL INTERPRETATION OF “VALUE”

Important as the corporate legislation was, it applied only to a
limited group, whereas all business enterprises in Germany are
required by law to prepare annual balance-sheets. This is es
pecially significant since the corporate legislation applied only to
the “stock-corporation ” (aktiengesellschaft) and not to the far
more numerous “limited liability companies” (gesellschaft mit
beschrankter haftung). A new era for the other companies
may be said to have set in with the publication by H. V. Simon of
his Balance-sheets of Corporations.
Simon asserted boldly that the words “value to be ascribed”
to the asset, as used in the statute, did not refer to any particular
value, but left the valuer free to exercise sound judgment. Or,
to use his own words, the legislators “chose the somewhat colorless
phrase in order to preserve existing commercial practice.” This
interpretation was not likely to have much effect, nor should we
be interested in it, but for the fact that it was supplemented by a
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definite set of valuation principles. Simon believed that he had
found the true principles by an analysis of the nature of the bal
ance-sheet. It was, he admitted, a picture of property but none
the less of “the property of a definite personality. Severed from
this personality the individual assets assume another character;
some are entirely non-transferable, many more change in value
when transferred. An article which is significant for one person
solely for its use is valuable to another only as an object for ex
change. The same article may have a different value in use for
different persons according to the means which they are capable
of expending on it and according to the use to which they put it.
But for the stock corporation or business man, who desires a pic
ture of his financial status, the sale value of property which he
intends for use in his business is immaterial, and so is the use
value of an article which he intends to sell.”
This is an emphatic statement of the now familiar distinction
between fixed and current assets. But to Simon it was more than
that. He believed that the balance-sheet should take into ac
count not only the purpose for which the asset was used, but also
the ability of the owner of the asset to use it profitably.
Unfortunately, Simon offers no clearer explanation of “value in
use” than the one quoted.
It is inconceivable that he employed the phrase in the sense in
which it is ordinarily used by the economist, e.g., that a bucket of
water has great value in use but not in exchange. It is more
likely that Simon had in mind some such notion as “value to the
owner” for in later portions of his book he suddenly changes from
value in use (gebrauchswert) to value to the going concern
(betriebswert). In this he has been followed by Staub, the lead
ing commentator on the commercial code, who employs the
phrase “value to the business” (geschäftswert).
In analyzing the substitute, we must remember that neither
Simon nor Staub was particularly concerned with the valuation of
current assets. Either cost or net selling price or the lower of the
two for current assets would have been accepted by everybody
without any considerable demur. The difficulty lay in the valua
tion of fixed assets, for which some non-exchange standard had to
be created.
What is basic in these alternatives to exchange value is, in the
first place, a conviction of the inadequacy of liquidation prices to
measure the contribution of fixed assets to the total value of a
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business, and, secondly, the obvious necessity of taking account of
the fact that the asset is used in a going business and for a particu
lar purpose. Assuming, however, that all this is summed up in
the phrase “value to the business” it remains to be seen whether
this is a serviceable concept for the preparation of balance-sheets.
How shall such a value be estimated? If the profit of the busi
ness is to be capitalized, there is no ready means of distributing
the total value among the individual assets. The balance-sheet
—and the statute—require not a value for the business, but the
values of the individual assets comprised in the business.
But the application of the rule of “value to the business” in
volves other and more serious objections. Simon and Staub are
both of the opinion that proper application of this rule requires
cost less depreciation as the value of fixed assets. But this
purely arbitrary figure is hardly “value” to any business. Sup
pose, for example, that the same machine is used by two com
panies, the first at a considerable distance from the place of manu
facture of the machine and the second at the very place. The
usual practice is to capitalize the purchase price plus cost of trans
portation and installation. It may be, of course, that they are
each worth the amounts thus shown by the books, as evidenced by
the fact that the respective managements are willing to pay such
prices, yet they produce identical services, other things being
equal. Suppose, however, that the manufacturer of the machine
should move to the place where the first company is situated.
Would the second of these companies then be justified in capi
talizing an unincurred cost of transportation on the ground that
the machine could not then be replaced for less and would be re
placed if necessary? And would the other be compelled to deduct
the cost of transportation because the machine could be replaced
without this expenditure? And if a lower price were to be
quoted by the maker of the machine immediately after its pur
chase by both the companies in question, would both be re
quired to reduce the respective book values on the ground that
the value of the machine to each business can be no greater than
the price at which it could be replaced ? Is the machine worth
more to one business because that business operates the machine
at a huge profit? And if the business operates at a loss, can the
value of the machine to the business ever be said to be equal to
cost less depreciation? The endless ramifications of this type of
inquiry are, of course, familiar in all valuation study.
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This analysis does not discredit the use of cost less depreciation.
It does challenge the propriety of calling cost less depreciation the
“value to the business” or any similar name. Though Simon’s
theory bristles with logical difficulties, his practice was familiar.
For the sake of the practice, therefore, his theory won popularity.
In an amazingly short time, it was the accepted interpretation of
the statute, but no stress was laid on the particularistic turn in
Simon’s work. As thus modified, this view won the approval of
the supreme court, in what is still the leading case on valuation.
In this case, decided in 1899, the court in considering the valua
tion of fixed assets said:
“ It is incorrect to say that the profits of an enterprise are to be con
sidered in the balance-sheet. Not the value of the business measured by
its returns is to appear in the balance-sheet but the individual real assets
according to their value. These separate items of property can not,
however, be measured by their profits at all, since the individual asset as
such yields no profit. It is true, to be sure, that the individual assets are
to be entered in the balance-sheet according to their value to the business
(geschaeftswert). But that means only that the value to the business
is to be taken, and by no means, as appellant claims, that the value of the
business has a retroactive effect on the individual assets. By this standard
a factory, for example, is to be valued as such. On the other hand, an
object which can be bought or erected at a certain price may not be
entered in the balance-sheet at a higher figure because it is used in a
prosperous business.”

In view of the importance of the 1899 decision, a brief compari
son of the dicta in this case with the “sale value” of 1873 may be
in order. With the interpretation given to the latter, as shown on
page 197, the former is clearly in conflict. That it is equally in
conflict with the language is by no means clear. The quotation on
page 196 shows that the court qualified the sale concept by presup
posing a continuance of the business. Logically, this was perhaps
also a contradiction. Value to the business, the standard in the
instant case, is at least consistent with one of the two contra
dictory views. That the court was unaware of the contradiction
in the earlier case does not impair the force of the consistency.
The added fact that the court in 1899 repudiated the idea which
had been gaining force, viz., that the value of the business as a
whole, as measured by its earning power, was a factor in evaluat
ing the individual assets, brings it closer to the earliest decision
than to any other previously decided. On the other hand, the
court has purged itself of the idea of immediate sale. This is one
of the products of Simon’s work. He deserves credit also for the
fact that in the later decisions the differentiation is invariably
made between fixed and current assets.
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A brief resume of valuation under section 40 will serve to bring
out the differences between this section and section 261. Fixed
assets are to be valued at cost less depreciation; unrealized appre
ciation of such assets is not distributable profit. Current assets
may be valued at their market price although higher than cost—
in the case of merchandise intended for sale this means net sell
ing cost. Other decisions are not easily summarized.
To what extent this result is built on a recognition that the old
interpretation of section 40 (then section 31) was disregarded in
practice is hard to say. In their notes to the commercial code of
1897 the revisers make this significant statement:
“The general provision in section 40 by no means requires that the then
selling price of the fixed assets of a business enterprise should be appraised
in order to set up the balance-sheet. Nor does this happen in practice,
but- rather a reasonable decision is made within the limits prescribed by
section 31. This is its proper application and there is no necessity for
setting a sharp limit such as is required in corporations by the claim of the
shareholder to dividends.”

So the tale runs. First the rule is disregarded; thereafter
apologists justify the disregard; and finally courts and legislators
sanction it.
Although the Simon-Staub analysis of the principles of balancesheet valuation is indisputably the accepted interpretation of the
statute, it is by no means unchallenged as a theory of accounting.
Important contributions have been made to accounting since
Simon’s time and many of them have tended to overthrow the
theory of “value to the going concern.” This is particularly true
of two of the ablest of Simon’s critics—Rudolf Fischer and Eugen
Schmalenbach.
However, few of the modern writers are greatly concerned with
interpreting the commercial code. Fischer, for example, thinks
that section 40 is based upon a fundamental mistake in prin
ciple.
The fact is that for most purposes the official interpretation of
section 40 offers sufficient leeway without too great danger of
misleading so that there is no longer any stimulus to legal exegesis.
Besides, the corporate balance-sheet dominates the field so ma
jestically that all attention is concentrated on it. And here
there have been proposals now and again to discard the rigid
provisions of section 261 and to substitute some more flexible pro
vision like that of section 40. These proposals attracted some
attention during the war and the inflation period, but they are no
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longer of any moment. Unless some new economic upheaval
occurs, it seems likely that the legal requirements for balance-sheet
valuation will remain what they are today.
OTHER TYPES OF BALANCE-SHEETS

We have already noted that German statute law provides for
two types of balance-sheets: one is prescribed for corporations,
and the other for unincorporated enterprises including the gesellschaft mit beschrankter haftung as well as the partnership.
The two differ in principles precisely to the extent that they differ
in consequence. The corporate balance-sheet would be regarded
by an accountant as extremely conservative, eliminating all un
realized profits. It is created primarily with reference to the rule
of law that the surplus as shown on the balance-sheet is distrib
utable as dividends. The non-corporate balance-sheet is more
flexible and tends to reflect more accurately the probable monetary
value of the enterprise. Since one of the purposes of the latter is
to determine the amount payable to a retiring partner, a reason for
the difference is apparent.
These are, however, not the only types of balance-sheet recog
nized in German law. Considerable variation from both types
hitherto discussed appears in the balance-sheet prepared for the
taxing authorities. A less obvious example arises in the applica
tion of section 240 of the commercial code. This section, which
applies to corporations, is as follows :
“ If in the preparation of the annual balance-sheet or an interim balancesheet it appears that half of the capital has been lost, the directors shall
forthwith call a general meeting of stockholders . . .
“ If the company is insolvent, or if in the preparation of the annual or
an interim balance-sheet it appears that its property no longer equals its
debts, the directors must place the company in bankruptcy.”

The authoritative interpretation is that for this purpose the
rules of section 261 (the section stating the bases of valuation for
corporation balance-sheets) need not be observed, but that the
directors are required to call a stockholders’ meeting or institute
bankruptcy proceedings only if a balance-sheet prepared accord
ing to the much more liberal provisions of section 40 (which ap
plies to all business enterprises) would show a loss of half or of all
of the capital, respectively. Here, again, is a recognition of the
difference between a type of valuation designed to determine
profits available for dividends and a type designed to determine
the net worth of a business for other purposes.
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CONCLUSION

In America the determination of the amount of net worth or
surplus or profit is still subject to considerable variation and to
much confusion. To what extent flexibility should be retained is
open to question. Judging from German experience we might
well make the nature and the extent of rigidity of the rules depend
on the purpose for which the balance-sheet is to be used. In
present-day American law the chief legal use of the corporate
balance-sheet is to control dividends. Such use seems to point to
the desirability of a comparatively rigid type of regulation. If
the balance-sheet should become legally important in other ways,
it may be found necessary to recognize several kinds of balancesheets. To subdivide is still one way to conquer.
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EDITORIAL
An interesting question frequently
arises in corporation practice with refer
ence to the correct interpretation of the
term “book value” when applied to common or preferred stock.
Not long ago a firm of attorneys addressed an inquiry upon the
subject to the Institute and the answer was supplied unofficially
by a representative member of the Institute. The matter was
handled in this way so as to avoid the delay which might be in
volved in referring to a committee and also to avoid taking a defi
nite stand without sufficient preliminary consideration on a mat
ter upon which there may be two or more fair opinions. The
question required a prompt answer and accordingly it was re
ferred to a prominent member of the Institute for attention. In
the letter of inquiry the attorneys recited briefly the history of a
corporation having preferred stock of a par value which was re
deemable at a premium and accrued dividends or, in the event of
dissolution, was entitled to receive a premium before anything was
distributable to the holders of common stock. The question was
what should be considered as the book value of the common stock.
In determining the book value should there be deducted from the
net assets of the company the sum of $60 a share for each share of
preferred stock or would it be proper to say that the book value of
the common stock was an amount determined after deducting
from the net assets of the company only the par value, $50 a share,
for the shares of preferred stock outstanding? There were other
collateral aspects of the case which are unimportant in the
present discussion. We have received permission to publish the
following portions of the reply which was sent in answer to the
inquiry and we are glad to do so as they furnish a clear and com
prehensive opinion on an extremely important point. This
opinion, we believe, will be shared by the majority of the pro
fession.
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“In the first place, it does not appear to me that you have the commonly
accepted interpretation of what is meant by ‘ book value.’ As I view this
matter, there are at least three designations which might be applied to a
stock with reference to its value. These are
Book value
Liquidating value
Market value

As used by the accountant, the term ‘ book value ’ represents the value
reflected on the books of the corporation which you can readily see may be
very different from the liquidating value or market value. For instance,
it is recognized that inventories should be carried at cost or market, which
ever is lower, so that in respect to this item the book value might very
properly represent something very different from liquidating or market
value. An article costing $1.00 in the inventory, if the corporation was
liquidated, might realize only 50 cents or, if treated as a going concern, the
market value might be $2.00. The generally accepted practice, however,
is to carry this item at $1.00 unless the market value at the date the books
are closed is less than $1.00. Similarly, the item of plant and equipment
which, according to sound accounting practice, should be carried at cost,
less depreciation, on the building and equipment items may represent an
actual or liquidating value considerably in excess of the amount repre
sented by cost, less depreciation, and yet we consider that we have arrived
at the ‘ book value ’ of the stock of that company when we include in the
statement the plant and equipment at cost, less depreciation. It seems to
me, therefore, that there is a distinct difference between ‘book value’ and
‘liquidating value,’ the first representing the value as shown by a state
ment prepared from the books of the corporation and the second represent
ing an estimate of the value of the stock based upon what might reasonably
be expected as a result of a liquidation of the assets and liabilities of the
corporation.
“With the above as a preface, it seems to me that the practice of the ac
counting profession in setting up on the books and including in a statement
of assets and liabilities prepared from those books preferred stock at the
par value, rather than the redemption value, is a sound accounting proce
dure. Usually the only definite thing we know about preferred stock with
a par value is that there is a definite liability up to the amount of the par
value. What might happen beyond that is more or less a matter of con
jecture. Preferred stock may never be called or redeemed. It may be
purchased in the open market at a figure much below the par value. It
does not seem to me that the common-stock holder is injured by what may
be considered by you neglect to show upon the balance-sheet the amount of
the shrinkage in his equity which will take place if this stock is called for
redemption at 60 as, of course, he is put on notice when he examines a
statement to inquire into all the facts concerning every condition surround
ing the senior security. Until such time as definite action is taken looking
toward the redemption of this preferred stock at a figure $10 in excess of
the par value, it seems to me the accountant would not be justified in re
ducing on the balance-sheet the equity of the common-stock holder.
“While I believe that there is very little placefora no-par-value preference
stock, nevertheless we know that such a class of stock exists. It has been
my theory that in setting up these stocks on the balance-sheet they should
be shown at liquidation values. This may seem to bear out your conten
tion that a par-value preferred stock with a liquidating or redemption value
should be carried at the liquidating or redemption value. However, I have
based my theory regarding no-par-value preference stocks on the assump
tion that there should be a definite value expressed on the balance-sheet
with reference to the preference stock and the only definite value to be
found with relation to no-par-value preference stocks has usually been the
liquidating or redemption value. In other words, the certificate itself,
while presumed to be a no-par-value stock, actually carried with it a defi
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nite par value, that is, the redemption value. In the case of a par value
preference stock there is a definite value on the face of the certificate as, for
instance, $50 in the case which you cite. For the same reason I would not
think of stating the bond issue at anything other than the face value of the
bonds represented by that issue even though the bonds carried a retire
ment figure in excess of face if exercised before maturity date. Where
bonds are sold at a discount it is the custom to carry the bonds as a liability
at their face value regardless of the amount realized and show the bond
discount as a deferred asset to be amortized over the life of the bonds in the
nature of an additional charge per annum against income of the corpora
tion in the form of interest on borrowed money. In other words, money
has cost the fixed rate of interest plus the annual share of discount figured
over the life of the bonds. In the case of a bond sold at a premium there
has been an actual profit realized in the financing represented by the
amount of the premium on the bond issue. That premium has been
definitely ascertained, whereas any premium to be paid, should the bonds
be retired before their maturity date, cannot possibly be definitely ascer
tained until such time as the company decides to exercise the right to
retire or redeem those bonds.

We have received three communications
from subscribers whose comments upon
an editorial entitled “Slandering the
Bankers,” which appeared in the July issue of this magazine,
indicate a devotion to the forthright. One of the writers seri
ously affirms that some New York trust companies are making a
charge for confirmation of securities in transfer; another advises
us that the editorial could not have been written by anyone who
knew what he was talking about; and another writes in defense of
the author of the letter which was the cause of our comment.
The gentleman who rushes to the defense of our correspondent
omits his own name and, consequently, his letter should be con
signed to the waste basket, but it seems a pity to lose so excellent
a lampoon. He says:

‘ ‘ Slandering the
Bankers ’ ’

Dear Sir:
As an older member of the Institute, and a reader of The Journal of
Accountancy, the writer was much interested in your editorial “ Slander
ing the Bankers” and it reads to me like the message of youth that makes
such statements as made in the editorial article of July, 1929. You do not
know what you are talking about and it appears to the writer that before
you attempt to ridicule the correspondent stating apparent facts of his
experience with respect to the transfer condition of banks, you had better
get acquainted with bank transfer conditions and look into the matter a
little more, if you are able to intelligently get such facts. Perhaps you pre
fer to save the banker than to serve your correspondent who undoubtedly
made a true statement of fact.
The writer has no desire to mention names of institutions, part of the
country in which lack of cooperation exists, or my own name, but I
feel it very unjust to my fellow “correspondent” to read such stuff
in The Journal of Accountancy when you know nothing whatever of
the facts.
An apology to the “correspondent” is in order.
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Upon the receipt of the letters discussing
the comments in the July issue, it be
came necessary to turn to the editorial
note and reread it—surely a thing which no editor loves to do—
and we find that the comments which have excited opposition were
merely a mild essay in the gentle art of irony. As a matter of
fact, we may state at once that there is in the files of this office
abundant evidence that several New York banks are making a
charge for confirmation of securities in transfer. That evidence
was in hand when the editorial was written and it did not seem to
us possible that anyone could read so extreme a defense of bankers
as against accountants without knowing that it was written in
what might be described as a Pickwickian sense.

Concerning a Figure
of Rhetoric

The comment seems to have had the de
sired effect. It has aroused interest in a
question which is of great significance,
and it is to be hoped that something will be done to bring about a
better understanding of what is required for the proper conduct
of an investigation, especially, of brokerage accounts. If the
expense involved in the confirmation of securities deposited for
transfer is as heavy as some bankers believe, it may be proper to
make a charge for the service, but that charge should always be
passed on directly to the client and ear-marked as what it is. The
client then knows that the banker is responsible for the extra
expense and if he wishes to make protest he may make it to the
banker. There are some banks which decline to confirm and
there are others which adopt the extraordinary practice of not
answering the first communication but answering the second.
They probably remember that Talleyrand said that he never
answered letters for three weeks after their receipt and then
found that none of them required an answer. It is very difficult
to understand what justification can be offered for refusal to
confirm when requests for confirmation are received from audi
tors. The banker certainly has a vital interest in the proper
verification of all the items in the accounts and we understand
that there has been a good deal of criticism by other bankers
against the institutions which have refused to confirm. The mat
ter is still in a condition of flux and in all probability there will be
a satisfactory solution. The Institute has referred the matter to
a special committee for consideration and a mass of data has been
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Editorial

accumulated. A preliminary report shows that the number of
banks refusing to confirm is very small and that the number
making a charge for confirmation is comparatively small, but in
that number are several of the largest banks and trust companies.
The accountant really has little more than a speculative interest
in the question. It is perfectly simple for him to pass on to the
client the charge for confirmation, and when confirmation is
refused he may qualify his certificate by stating that certain
banks have declined to confirm. That would make the matter
perfectly clear, and it would relieve the accountant of any
responsibility.
While we are giving correspondents
their innings, let us present for the in
formation of readers a letter which has
been received dealing with an editorial appearing in the July
issue of The Journal of Accountancy (that issue which seems
to have been so fruitful) on the subject of errors made by candi
dates in examinations. The writer of the letter does not hide
behind anonymity. We publish a portion of the letter without
attempting to lay amending hands upon it:
Dear Sir:

Damn the Merry
Examiner

So you are having your fun, for the second time this year, I believe, at
the expense of the candidates for official accounting recognition, whose
ignorance possesses a good deal of unconscious humor. But did it ever
occur to you that many a practitioner who discharges his professional
duties as intelligently as any average man in the profession may actually
“get out of his senses” in an examination room and put down black on
white things which he would never say or do in the absence of inquisitionary pressure? In other words, can you see only the ludicrous in such an
swers of examinees that according to your version make the life of an
examiner merry, and do you entirely fail to see the tragic, human note
dictated often by an aching head and explosive nerves when the watcher in
the examination room announces that all writing must cease and the can
didate has still one more question to answer? One need not be an alienist
to know that many perfectly normal and intelligent people otherwise are
not themselves at examinations; why, then, should a modern, presumably
sapient examiner, armed with an official answer to the questions asked
(without which, entre nous, he himself would often be helpless) assume the
self-righteous attitude that he so frequently assumes and treat his victims
as he does? I guess dear Brutus knew his onions when he spoke to himself
of the climber that
. . . when he once attains the upmost round,
He then unto the ladder turns his back,
Looks in the clouds, scorning the base degrees
By which he did ascend. ...”
To members of our profession the question of examinations is not only an
important one, but a very poignant one. As a matter of fact, it is more
poignant than important; because despite the feeling of the C. P. A. socie

211

The Journal of Accountancy
ties that the accounting profession is practiced by state-sanctioned
C. P. A.’s, the fact is that accountancy is practiced by any one who can get
up a clientelle, including certified accountants, who are—in New York
State, at least—in a very small minority. Hence, under present regula
tions it is not at all important for any one to pass the C. P. A. examination.
And yet the process, as we all know, is a painful one. I wonder whether
you have ever given a thought to the fact why the percentage making the
grade in accountancy is so small as compared with that of other professions.
I defy you to point out to me leading members in, say, the medical profes
sion who had to take their state board examinations more than once. On
the other hand, how many leading C. P. A.’s tried over and over again
until they finally passed their examinations?
There are many more things I could tell you about examinations in
general and C. P. A. examinations in particular. I could tell you, for
example, about the crime of the official answer and its limited interpreta
tion of problems which may be played in different keys. I could liken
these answers to the standardized bed of the City of Sodom, where accord
ing to the Hebraic legend strangers who happened to stay overnight would
be placed to retire. And it would come to pass, if the stranger was too
long for the standardized bed his legs would be shortened and if he were too
short, his legs would be lengthened; and very few strangers were just com
mensurate with that bed. Well, you know what happened to Sodom for
that. However, I do not care to spoil your fun at the sight of tortured
souls making merry at examinations, and will only ask of you to please re
consider the whole subject of examinations for candidates, many of whom
have already lived more than half of their lives.
Very truly yours,

There is much in this letter which will
Peradventure There Be
Righteous Examiners furnish food for thought to the students
of the classics and to other more ordi
nary citizens. The letter is really entertaining and it would be a
perfectly simple matter to make fun of it, but there is more than a
little pathetic truth in it. We never knew that the bed of Pro
crustes was made in Sodom, but perhaps it was. And few classi
cists are aware that what might be called conformative hospi
tality was the cause of divine wrath against the cities of the plain.
However, it is quite true that there are examinations in all pro
fessions which are too often conducted after an antique model.
Candidates who are beaten by the examination often feel that
they have been unjustly treated and that examiners have been
guided solely by the hard and fast rules and have not given credit
for the intelligence displayed. The truth of this complaint is
less than it was. Years ago nearly every profession was entered
by a strait and narrow gate and one almost needed to know the
combination of mystic symbols to pass through, but in most cases
nowadays there is a greater reasonableness and the candidate is
expected to demonstrate not so much how the t’s are to be crossed
or the i’s dotted, as what the t’s and the i’s really mean. We
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know it has been the practice of the board of examiners of the
American Institute of Accountants to regard the official answers
as merely indicative—not definitive. Scores of men have an
swered problems and questions in ways not in accord with the
preconceived notions of the examiners and have received credit
for their replies. Indeed in many instances, particularly in audit
ing, questions are asked which may be answered in a dozen differ
ent ways and each way well worth while. Our correspondent
may have been unfortunate. Perhaps he is nervous and has
difficulty in passing any examination. If so, he deserves sympa
thy. There are men to whom an examination is truly a great
ordeal. But it all comes back to the old, old question. Let us
admit that examinations are not an ideal test, but what then?
All the professions are waiting for someone to offer a satisfactory
alternative.

A correspondent who revels in com
putations has been giving consideration
to the imposition of taxes on that class
of taxpayer which usually receives no sympathy. The man whose
income is in the neighborhood of $100,000 or more a year does not
excite the benevolent attention of the multitude. The ordinary
man says that if such a person has to pay high taxes it is be
cause he receives a high income—sympathy is not deserved. But
our correspondent has gone deeper into the question and has pre
pared a tabulation which is interesting. He says that wise, farseeing, courageous and resourceful management is a tremendous
asset to any corporation and there is against it a heavy unrecog
nized liability caused by the incidence of taxation. It is almost
trite to say today that whatever salary is paid a corporation
officer is earned. If he were not worth the money he would not
be retained. The higher the salary that can justly be paid him,
the better for the corporation. This much everyone recognizes
—everyone, that is, except some members of congress, who be
lieve that no one can be worth more than a member of congress
receives. There was a time when a board of directors could
vote to pay an officer a salary of $100,000 a year and he would re
ceive that amount. Since 1913, discounted by taxes, he has re
ceived an average of $80,000 a year, assuming he had no other
income. With $100,000 income from investments he was in worse
case for his average salary received was $65,000 (investment in
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come coming first for taxation—in the lower brackets—because
that is fixed and automatic regardless of occupation). In sup
port of this contention we have the following computation of
taxation in the case of a man receiving a salary of $100,000 and
having an additional $100,000 of income from investments (figures
in the first column are merely approximate):
Year
1913....................................
4....................................
5....................................
6....................................
7....................................
8....................................
9....................................
20....................................
1....................................
2....................................
3....................................
4....................................
5....................................
6....................................
7....................................
8....................................
9....................................

Tax on first
$100,000
.........
$ 2,550
.........
2,550
.........
2,550
.........
4,000
.........
24,300
..........
35,510
.........
31,510
..........
31,510
..........
31,510
.........
30,460
..........
30,460
.........
23,020
..........
16,660
.........
16,660
.........
16,660
.........
16,660
.........
16,660

Total—17 years................. .........

$333,230

Tax on second
$100,000
$ 5,000
5,000
5,000
7,500
41,000
66,000
62,000
62,000
62,000
56,500
56,500
43,000
25,000
25,000
25,000
25,000
25,000

$596,500

In other words, from a total income for 17 years amounting to
$3,400,000 there would have come federal income tax amounting
to $929,730, or approximately 27.3 per cent., leaving an annual
income of $145,310 on the average. Our correspondent, after
this preliminary illustration of the effect of the present system of
taxation, goes on to make three recommendations which we sub
mit for the consideration of our readers. “First, income from
personal service should be subject to normal tax only and there
should be only one percentage of tax—the same on $1,000 as on
$100,000. The first figure means the same to the one man as the
second figure does to the other. Second, income from investment
arises from capitalizing earnings which have already been taxed
and, therefore, should be subjected to the lowest possible rates of
both tax and surtax. Third, profit from sale of investments,
being wholly within the discretion of the taxpayer, should bear
the highest normal and surtax rates.” We don’t agree with these
three theories but they are worthy of consideration as they come
from an eminent member of the profession.
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A correspondent in Vermont sends us a
The Effective Methods
clipping from a paper, unidentified,
of Vermont
which describes a new method of deal
ing with accounts payable. It is reported that a wholesale mer
chant, who had trouble in inducing a retail customer to pay his
bills, lost patience and wrote a threatening letter, to which he
received the following reply:
What do you mean by sending me a letter like that?
Every month I place my bills in a basket and then figure out how much
money I have to pay on my accounts. Next I blindfold my bookkeeper
and have her draw as many bills out of the basket as Ihave money to pay.
If you don't like my way of doing business, I won’t even put your bills in
the basket.

The system seems to have merit, but how does one go about
blindfolding the bookkeeper?
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Terminology Department
Conducted

by the Special Committee on Terminology of the
American Institute of Accountants

The special committee on terminology of the American Institute of Ac
countants is now engaged in finally revising for publication the definitions which
it has already published and in adding words which have been omitted. The
following additions for the letters “A” and “B” are submitted:
ACCEPTANCE—BANKERS’:
A bill of exchange of which the acceptor is a bank or trust company, or a
person, firm or corporation engaged in the business of granting bankers’ ac
ceptance credits.

ACCEPTANCE—CLEA N:
Synonymous with general acceptance.
ACCEPTANCE—GENERA L:
A term used to imply that no limiting words are added.

ACCEPTANCE—IMPLIED:
A term meaning that the undertaking to pay the bill is inferred from acts
which fairly warrant such an inference.
ACCEPTANCE—NON:
Non-acceptance is the refusal of a drawee to accept a bill. The bill is at
once dishonored and should be protested.
ACCEPTANCE—PAROL:
A verbal promise to pay for which there must be sufficient consideration.
The uniform negotiable-instruments act in force in nearly all states requires a
written acceptance.

ACCEPTANCE—PARTIAL:
An acceptance varying from the original tenor of the bill, one for a smaller
sum than that for which the bill was originally drawn, or one providing for
some variation in the time, mode or place of payment.

ACCEPTANCE—QUALIFIED:
Similar to a partial acceptance except that it may also be conditional, i. e., an
undertaking to pay upon a contingency.
ACCOUNT—CURRENT:
An open or running account not balanced or stated.

ACCOUNT STATED:
One accepted as correct by the persons liable thereon.
ACCOUNTABILITIES:
Items to be accounted for. The term is used principally with reference to
fund accounts, e. g., a trustee is responsible for the funds coming into his pos
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session and at the expiration of his trusteeship he must account for the disposi
tion of each item. Accountability differs from liability in that the former
implies responsibility for the safeguarding of moneys belonging to others while
the latter is a direct obligation of the custodian of a fund to its creditors.
ADVENTURE:
An undertaking entered into for profit; usually one implying a degree of
hazard or a speculation.
ADVENTURE—JOINT:
An agreement by two or more parties to engage for their joint profit in a
particular transaction, usually in the form of a consignment or shipment of
goods. The liability of the parties is limited to the transaction in question.

ASSETS—HYPOTHECATED:
Assets which have been pledged as security for a debt. Frequently accounts
receivable are pledged, or hypothecated, as security for notes or loans payable.
The extent of the hypothecation should be shown in the balance-sheet.
ASSETS—PLEDGED:
In law a pledge differs from a hypothecation in that in the case of a pledge
the thing pledged is delivered by the debtor to the creditor, while in the case
of a hypothecation there is no delivery. In accounting the two terms, as
applied to assets, are synonymous.
ASSETS—SUNDRY:
Assets which can not readily be described by more specific names.
is a poor one and should be avoided when possible.

The term

BALANCE—SECTIONAL:
Some corporations keep their accounts in such a manner that sections of the
accounts may be balanced independently, being governed by controlling
accounts in a general ledger. Thus, a banker may have independently bal
anced ledgers for securities owned; customers’ accounts A to F, G to M, N
to Z; syndicate accounts, etc. These partial balances are sectional balances.
BLOTTER— CLEARING-HOUSE:
At the end of each day’s business on the stock exchange a statement of
each broker’s transactions is made in blotter form. The broker, instead of
paying or receiving for each transaction, pays or receives only the net result
of all transactions, the payments being made to the clearing house, and, of
course, exactly sufficing for the clearing house to pay those brokers whose sales
have exceeded their purchases.
The committee has been requested to comment upon conditions described
as follows:
It appears that in the case of an eleemosynary institution which has received
various restricted endowments, the sums so received are described differently
in successive balance-sheets prepared by different accountants.
In one year they appear among the assets as “fund investments” and
“fund securities” and on the liability side as “funds.”
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In a following year they appear under the same names on the asset side but
on the liability side are styled “fund reserves.”
In the next year’s report they appear among the assets as “ permanent fund
securities” and on the liability side as “funds capital.”
We have no information as to the source from which these “funds” arose,
but we assume that each one was a gift or bequest, the principal and/or income
of which was to be used in a specified way or for some specific purpose, and our
remarks are based on this assumption.
Such a gift or bequest is in the nature of a trust and it appears to the com
mittee that the term “trust” on the liability side describes the purpose more
accurately than any other. If for any reason there are objections to this
description, it is believed that the form used in the last of the three quota
tions above, i. e. “fund capital,” is appropriate.
The views of the committee regarding the word “fund,” as set forth clearly
in the issue of the Journal for September, 1928, remain unchanged and it
welcomes this opportunity of urging that the word be used solely to describe
cash or investments.
There is no doubt that in such cases as the one under consideration it is
obligatory to show these amounts on the credit side of a balance-sheet: either
there is a well defined liability on the part of the institution to use such moneys
for specified purposes, or they are part of the general capital.
In practice we have found trustees who laughed at the idea of showing such
restricted gifts or bequests as liabilities, but with all respect to those gentlemen
such objections can have no foundation but that of ignorance, crass and pro
found.
In some cases the use of the word “trust ” is not applicable, for many institu
tions have “funds” voluntarily established by their managements by grants
from ordinary receipts. These could well be called “capital” but hardly
“trusts.”
In some states there is a legal objection to the use of the word “trust,” as
that word is retained to describe a legal trust which has been set up and is
subject to supervision by a court.
The committee hopes it has clearly described its position, for the subject is of
importance for at least two reasons: first, because of the loose manner in which
the term “fund” has been so often used and, second, because the accounts of
eleemosynary bodies should receive more careful treatment and be more
accurately stated than has been the case frequently in the past.
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Institute Examination in Law
By Spencer Gordon

[The following answers to the questions set by the board of examiners of the
American Institute of Accountants at the examinations of May, 1929, have
been prepared at the request of The Journal of Accountancy. These
answers have not been reviewed by the board of examiners and are in no way
official. They represent merely the personal opinions of the author.—Editor,
The Journal of Accountancy.]
EXAMINATION IN COMMERCIAL LAW
May 17, 1929, 9 A. M. to 12:30 p. M.
Answer only ten questions as directed, and give reasons for all answers.

(Each question counts 10 points)
GROUP I

Answer all the questions in this group.
No. 1.
The X Y Corporation is engaged in the real-estate business. It owns a
building, the cost of which was $300,000. In July, 1928, it sells the building
for a price which nets it $350,000. It then reinvests the proceeds of the sale
in another building. Other than the profit on the sale it has only sufficient
income to pay its operating expenses. Can the directors declare a dividend
to the stockholders and, if so, by what means?
Answer:
The corporation has a surplus of $50,000 and can declare a dividend to that
extent. This may be done in any of the following ways:
(a) In stock to the par value of $50,000. (But stock can not be issued in
excess of amount authorized by charter.)
(b) In cash to the extent of $50,000. This cash may be obtained by
borrowing on the new building.
(c)
In scrip or notes of the corporation.

No. 2.
Royce becomes the holder of a negotiable promissory note in regular form
made by A to B and bearing several full endorsements. He endorses the note
to Church for value, but “without recourse.” When Church endeavors to
collect upon maturity of the note, it is discovered that A is an infant and
refuses to pay. Church then sues the endorsers, including Royce. Has
Royce any defense?
Answer:
No, Royce has no defense. Under the negotiable-instruments law even
though he endorsed without recourse, nevertheless he warranted that all
prior parties had capacity to contract.

No. 3.
A company enters into a contract with Y agreeing to manufacture and
deliver to him, at an agreed price, 5,000 ladies’ sweaters, deliveries to be made
in equal quantities over a five-months’ period. Before any deliveries can be
made the company’s employees go out on a strike which remains unsettled for a
period of two or three months beyond the last delivery date. Y is compelled
to buy his sweaters in the open market and brings suit to recover damages for
the failure of the company to carry out its contract. Can he recover? If so,
could the company have protected itself in the contract against such a liability?
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Answer:
Y can recover. A would not be excused. While the strike might cause
great difficulty of performance, it would not in law constitute impossibility of
performance. A might have protected himself by inserting a clause in the
contract that he would have additional time to the extent that he was delayed
by a strike.

No. 4.
You are the owner of 500 shares of common stock of the Z Company. In
1928 it issued to its stockholders rights to subscribe for further stock at a
specific price, one right for each share of stock held. You do not exercise your
right to subscribe but you do sell the rights on the market. Under the 1928
federal income-tax law, how should the sale of the rights be treated on the
tax return?
Answer:
Gain is recognized on the sale of the rights. In determining the gain or loss,
the cost or other basis of the stock in respect of which the rights are issued,
shall be apportioned between the rights and the stock in proportion to the
respective values thereof at the time the rights are issued.
At the option of the taxpayer, he may dispense with the rather involved
procedure of attempting to apportion costs, and he may include the entire
proceeds from the sale of stock rights in gross income. In that event, the
basis for determining gain or loss from the subsequent sale of the stock in
respect of which the rights were issued, shall be the same as though the rights
had not been issued.

No. 5.
“$500.
January 1, 1928
“For value received I hereby agree to pay to A. C. Goodwin or order the
sum of five hundred dollars ($500) in five instalments of one hundred dollars
each, on the first day of each of the next following months of February, March,
April, May and June, with interest on all unpaid principal at the rate of
6 per cent. per annum payable with each instalment, and in the event of any
default in the payment of any instalment or interest, the whole balance of
said principal sum and interest shall be and become immediately due and pay
able. All payments to be made at First National Bank.
“ (Signed) John Smith. ”
Is this a negotiable promissory note?
Answer:
Yes. The provision for acceleration of the maturity of the note in case of
default does not affect its negotiability. The negotiable-instruments law
provides that the sum payable is a sum certain, within the meaning of the act,
although it is to be paid by stated instalments, with a provision that, on default
in the payment of any instalment, or of the interest, the whole shall become due.
GROUP II

Answer any five of the following questions, but no more than five.
No. 6.
You are in the employ of Jones & Co., a co-partnership engaged in the stock
brokerage business. Your employers offer to compensate you for your services
by a share in the profits of the business. An agreement is submitted to you to
carry out the offer. Before you sign the agreement, and for your protection,
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what, if any, provisions should you insist upon including in the agreement
other than those relating to your sharing in the profits?
Answer:
The contract should be definite as to what your duties are to be, as to the
length of your employment, and as to the share of profits that you are to
receive. You should be careful to have it clearly stated that the profits that
you are to receive are to be compensation to you for services, that you are not
required to contribute capital, and that you are not a partner and do not
share in any losses. You should endeavor to have a provision that you are to
receive a fixed sum as salary in any event whether your share in the profits
equals that amount or not. (After you have “insisted” on all these provisions
the offer will probably be withdrawn.)

No. 7.
The X Y Corporation has outstanding $250,000 in 6 per cent. non-cumulative
preferred stock and 2,500 shares of no-par-value common stock. During each
of the years 1926, 1927 and 1928, the corporation made net profits of $25,000.
No dividends were declared in 1926 or 1927, the directors allowing the profits
to remain in surplus. Late in 1928, the directors declared a dividend of 6
per cent. on the non-cumulative preferred stock and $23 per share on the no
par-value common stock. The preferred stockholders objected to the dividend
on the common stock, claiming that they were entitled to receive 18 per cent.
of the then existing surplus before any of it could be available for common
stock dividends. Was the objection valid?
Answer:
In my opinion the objection is valid. In the ordinary case where dividends
are not declared on non-cumulative preferred stock there is no right to have
back dividends paid before dividends are declared on common stock. But the
courts are careful to protect stockholders against fraud. In this case only
$15,000 annually would have been required to pay the dividend on the pre
ferred stock. The dividend could have been paid in each year, and there would
have been $10,000 remaining for dividend on common stock. But the directors
withheld payments on the preferred stock for two years, and only paid the
preferred dividend in the third year when it was necessary to pay a dividend
on the preferred in order to pay a dividend on the common. The directors
then used up practically the entire profits of the three years in paying one
dividend on the common stock. I do not think that any court would allow this.
No. 8.
B, a violin expert, ascertained that A owned an old violin of famous make,
worth many thousands of dollars. In talking with A, B found that the violin
had been in A’s family for many years, but that A had no knowledge of its
true value. B, after some persuasion and by offering what to A seemed an
excessive price ($350), succeeded in buying the instrument. Later A heard
of the true facts and, tendering a return of the purchase price, sued to recover
the violin. What, in your opinion, would be the result?
Answer:
A would not recover. A contract may be rescinded for fraud but there is
no fraud in this case. B owed A no duty to disclose his special knowledge of
the value of the violin. The parties were dealing at arm’s length with one
another and the seller could readily have protected himself by securing an
appraisal.
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No. 9.
Explain the difference between personal defenses and absolute defenses in
an action on a negotiable instrument, and name some instances of each kind.
Answer:
A personal defense in an action on a negotiable instrument is one that can
be made only as against a party not a holder in due course and which is “cut
off” by a transfer to a holder in due course. Examples of such defenses are
fraud, duress, illegality, want or failure of consideration, release or payment
and discharge of party primarily liable.
An absolute defense is one that is not “cut off” by a transfer to a holder in
due course. Examples of such defenses are forgery, infancy, insanity, lack of
authority of agent to sign.
N°. 10.
Goods shipped to you by railroad, while in the railroad’s warehouse awaiting
delivery to you, are destroyed by a fire which is not due to any negligence on
the part of the railroad. What are the important facts to be determined in
order to establish upon whom the loss falls?
Answer:
(a) In what state the warehouse is located. (The law differs as to whether
or not the railroad is liable as an insurer.)
(b) How long the goods were in the warehouse, and if and when notice of
receipt was sent to consignee. (Even where railroad may be insurer, liability
may end in some states after notice and in others after reasonable time.)
(c) (If railroad not liable.) Terms of contract between seller and buyer,
also terms of bill of lading, and any facts as to relationship between parties
which may throw light on legal title and beneficial ownership at time of destruc
tion. Where contract was made and to be performed. (Generally at common
law loss follows legal title. Under uniform-sales act in some states loss follows
beneficial interest.)

No. 11.
On March 1, 1913, the A Company had an earned surplus of $500,000.
Between that date and January 1, 1928, it added $1,000,000 to the earned
surplus. On January 5, 1928, the directors adopted resolutions declaring
two cash dividends, one of $500,000 declared as payable out of surplus earned
prior to March 1, 1913, and one of $500,000 declared as payable out of the
later accumulated surplus. A stockholder claims that the first dividend is
not taxable for surtax under the federal income-tax law, because it is paid out
of earnings made prior to March 1, 1913. The examining agent for the
internal-revenue bureau disputes this, claiming that the directors had no power,
so far as the income-tax law is concerned, so to allocate the dividend payments.
Who is correct?
Answer:
The examining agent is correct. According to section 115 (b) of the revenue
act of 1928 as interpreted by article 623 of Regulations 74, a corporation can
not distribute earnings or profits accumulated prior to March 1, 1913, exempt
from tax, unless and until all earnings or profits accumulated since February 28,
1913, have been distributed.

No. 12.
What is a statute of limitations and what is its object?
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Answer:
A statute of limitations is a legislative enactment which prescribes a certain
period within which actions may be brought upon certain claims or within
which certain rights may be enforced. The object of the statute is to suppress
fraudulent and stale claims from springing up after a long lapse of time, and
surprising the parties or their representatives when all the proper vouchers
and evidence are lost, or the facts have become obscure from the lapse of time,
or the defective memory, or death, or removal of witnesses.
No. 13.
Explain what is meant by each of the following: act of bankruptcy, voluntary
bankruptcy, involuntary bankruptcy, composition.

Answer:
The theory of the bankruptcy law is that if a person becomes insolvent he
may be adjudicated bankrupt and such adjudication discharges him from his
obligations so that he can start to work again with a clean slate. The assets
are collected by a trustee and distributed among the bankrupt’s creditors.
A person may become bankrupt voluntarily or involuntarily.
As to who may become a voluntary bankrupt the bankruptcy law provides
that any person, except a municipal, railroad, insurance or banking corporation
shall be entitled to the benefits of the law relating to voluntary bankrupts.
As to who may become an involuntary bankrupt the law provides that any
natural person, except a wage earner or a person engaged chiefly in farming or
the tillage of soil, any unincorporated company, and any moneyed, business or
commercial corporation, except a municipal, railroad, insurance or banking
corporation, owing debts to the amount of $1,000 or over, may be adjudged an
involuntary bankrupt upon default or impartial trial and shall be subject to
the provisions and entitled to the benefits of the law.
The bankrupt himself may initiate the proceedings for voluntary bank
ruptcy by filing a petition to be adjudged such. Initiation of an involuntary
bankruptcy proceeding is had by the filing of a petition by three or more
creditors who have provable claims against the bankrupt which amount in the
aggregate in excess of the value of securities held by them, if any, to $500, or
over; or if all of the creditors of such person are less than twelve in number, then
one of such creditors whose claim equals such amount may file a petition to
have him adjudged a bankrupt.
A composition in bankruptcy is a proceeding voluntary on both sides, by
which the debtor of his own motion offers to pay his creditors a certain per
centage of their claims in exchange for a release from his liabilities. The
amount offered may be less or more than would be realized through distribution
in bankruptcy by the trustee. The creditors may accept this offer or they may
refuse it. For the purposes of the composition all the creditors are treated as
a class, and the will of the majority is enforced upon the minority, provided
the decision of the majority is approved by the court. In the ordinary case of
distribution by a trustee, the debtor’s whole property, save that which is
exempt is applicable to the payment of his debts and belongs to his creditors,
and not to him, until their claims have been satisfied. After adjudication there
is no voluntary offer to pay by the bankrupt, and no bargained release by the
creditor. The creditor takes all his debtors property whether the debtor likes
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it or not. In a composition case the creditor gets, not his share of the bank
rupt’s estate, but only what he bargained for. The effect of the composition
proceeding is to substitute composition for bankruptcy proceedings in a certain
sense, and in a measure to supersede the latter proceeding and to reinvest the
bankrupt with all his property free from the claims of his creditors.
No. 14.
Give an example of a contract on which, in the event of a breach, specific
performance would be granted by the courts.

Answer:
A valid contract for the sale of land may be specifically enforced by the
vendor or the purchaser.

224

Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS

(Note.—The fact that these
countancy should not lead the

solutions appear in The Journal of Ac
reader to assume that they are the official
solutions of the board of examiners. They represent merely the opinion of
the editor of the Students' Department.)

Examination

in

Accounting Theory

and

Practice—Part II
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The candidate must answer all the following questions:

No. 1 (35 points):
On behalf of the First National Bank, you have been instructed to make an
examination relative to the balance-sheet and statements of income and ex
pense submitted by the X Jobbing Company. It appears that the bank is
suspicious of the inventory valuation as shown on the balance-sheet of April
30, 1929.
As set forth in the statements presented, the inventory value of April 30,
1929, has been computed by the gross-profit method to avoid the taking of a
complete physical inventory at that date. There is even some question as to
the authenticity of the inventory value of December 31, 1928, as reflected in
the income-and-expense statement, but there is no doubt as to the accuracy
of the previous inventory, inasmuch as that was taken under your personal
supervision at the time of your audit for the year ended December 31, 1927.
At the outset of this examination, you decide to make several test checks
with respect to the figures of 1928 since no audit was made subsequent to
December 31, 1927. You observe that the rate of gross profit reflected by
the income-and-expense statement submitted for the year 1928 is unusually
large as compared with the 1927 audit report and, by reference to the com
modity cost records maintained by the sales department for purposes of ar
ranging commissions to salesmen, you observe that there has been a uniform
mark-up on the goods purchased of approximately 25 per cent. on cost during
each month of 1928 and up to April 30, 1929, and that in the recorded cost
figures the invoice prices have been adjusted by freight paid and discount on
purchases.
After a complete examination of the physical inventory sheets, warehouse
stock records, etc., you disclose the fraudulent overstatement of the physical
inventory of December 31, 1928, the actual inventory value at that date
being $276,202.
An analysis of the freight account for the year 1928, reveals the following:

Freight on purchases.............................................
Freight outward....................................................

$19,106
3,017

In verifying purchases, you find invoices entered in the purchase record
during January, 1929, which are dated December, 1928, and the receiving
tickets show that the merchandise was received during 1928 to the extent of
$3,062. In discussing this matter with the warehouse foreman, you ascertain
that this merchandise was included in the actual physical inventory taken.
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After satisfying yourself that no other irregularities exist, you are to prepare
corrected statements as follows:
Income-and-expense statement for the year ended December 31, 1928.
Inventory computation as at April 30, 1929.
Income-and-expense statement for the four months ended April 30, 1929.
Reconciliation of surplus as shown on corrected balance-sheet and original
balance-sheet—April 30, 1929.

X Jobbing Company
Balance-sheet, April 30, 1929
Assets

Current:
Cash in bank and on hand......................
Accounts receivable.................................
Less: allowance for doubtful accounts

$110,873
15,000

$ 21,679
95,873

Merchandise inventory (computed).........

369,539

$487,091

Permanent:
Equipment................................................
Less: allowance for depreciation.........

$ 23,916
7,422

16,494

2,302
100,000

Deferred.......................................................
Goodwill.......................................................

$605,887
Liabilities and capital

Current:
Notes payable—bank..............................
Accounts payable.....................................
Accruals....................................................
Reserve for federal income tax, 1929—
estimated...........................................
Capital stock:
Preferred outstanding..........................
Common outstanding..............................
Surplus:
Balance—January 1, 1929........ $75,902
Profit for period to April 30,1929.............

$225,000
53,093
4,918
2,637

$285,648

$100,000
125,000

19,337

95,239

320,239

$605,887

Inventory computation, April 30, 1929
Inventory—December 31, 1928..................
Add:
$227,183
Purchases..............................................
6,213
Freight on purchases...............................

$318,198
233,396

$551,594

Deduct:
Cost of goods sold (computed):
Sales................................................... $260,128
Less: discounts and allowances........
4,792
----------Less: gross profit (28.70%)..............
Cost of goods sold (as computed)...............
Inventory—April 30, 1929 (as computed)
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$255,336
73,281

182,055
$369,539
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Income and expense for the year ended December 31, 1928
Sales
$762,107
Less: discountsand allowances.................
12,792

Net sales...............................................
Cost of goods sold:
Inventory—January 1, 1928................
Purchases..................................................
Less: discount on purchases.................

$749,315
$690,122
6,129

$168,472

683,993
$852,465
318,198

Inventory—December 31, 1928..............

534,267

Total cost of goods sold...................
Gross profit (28.70%)..................................
Selling and administrative expenses:
Officers’ salaries....................................
Salesmen’s commissions...........................
Freight—inward and outward...............................
Bad debts written off...............................
Depreciation—equipment........................
Other expenses (summarized)................................

Operating profit....................................
Other income:
Interest earned.....................................
Profit on sale of capital assets.................

$215,048
$ 30,000
44,129

9,492
2,392

22,123
50,629158,765

$ 56,283

$

223
619

Other deductions:
Interest paid.........................................

842
$ 57,125

Provision for federal income tax (12%).. . .

10,630
$ 46,495
5,579

Net profit to surplus........................

$ 40,916

Income and expense for the four months ended April 30, 1929
Net sales (see schedule)...............................
$255,336
Cost of goods sold (see schedule)................
182,055

$ 73,281

Gross profit..................................................
Selling and administrative expenses:
Officers’ salaries........................................
Salesmen’s commissions...........................
Freight outward.......................................
Bad debts written off...............................
Depreciation—equipment........................
Other expenses (summarized)..................

Operating profit................................
Other income:
Interest earned.....................................
Cash discount on purchases.....................

$ 10,000
13,791
4,978
3,623
793
17,360

50,545
$ 22,736

$

103
3,297

3,400

$ 26,136
Other deductions:
Interest paid.........................................
Provision for federal income tax (estimated)
Net profit to surplus........................
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Solution:
X Jobbing Company
Statement of income and expense for the year ended December 31, 1928
Sales..............................................................
$762,107
Less: discounts and allowances...............
12,792
Net sales............................................
Cost of goods sold:
Inventory, January 1, 1928.................
Purchases..................................................
Less: discount on purchases.....................

$749,315
$168,472
$693,184
6,129

Net purchases................................... $687,055
19,106
706,161
Freight on purchases................................

Total..................................................
Inventory, December 31, 1928................

$874,633
276,202

Total cost of goods sold...................

598,431

Gross profit (20.136+%)............................
Selling and administrative expenses:
Officers’ salaries........................................
Salesmen’s commissions...........................
Freight outward.......................................
Bad debts written off...............................
Depreciation—equipment........................
Other expenses (summarized)..................

$150,884

Operating profit...........................................
Other income:
Interest earned.....................................
Profit on sales of capital assets...............

$ 30,000
44,129
3,017
9,492
2,392
50,629

139,659
$ 11,225

$

223
619

842

Total profit and income..............................
Other deductions:
Interest paid.............................................

$ 12,067

Net profit to surplus....................................

$ 1,437

10,630

X Jobbing Company
Computation of inventory as at April 30, 1929
Inventory, January 1, 1929.........................
Add:
Purchases.................................................. $224,121
Less: discounts on purchases....................
3,297 $220,824
Freight on purchases................................

Total..................................................
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$276,202

227,037
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Deduct:
Cost of goods sold—
Sales......................................................
Less: discounts and allowances............

$260,128
4,792

Less: gross profits (20.136+%)............

255,336

51,415

Cost of goods sold.............................

203,921

Inventory, April 30, 1929............................

$299,318

X Jobbing Company
Statement of income and expense for the four months ended April 30, 1929
Net sales........................................................
Cost of goods sold........................................

$255,336
203,921

Gross profit...................................................
Selling and administrative expenses:
Officers’ salaries....................................
Salesmen’s commissions..........................
Freight outward.......................................
Bad debts written off...............................
Depreciation—equipment........................
Other expenses (summarized)..................

$ 51,415
$ 10,000
13,791
4,978
3,623
793
17,360

50,545

Operating profit...........................................
Other income:
Interest earned.....................................

$

Total profit and income..............................
Other deductions:
Interest paid.........................................

$

Net loss to surplus.......................................

$ 3,189

870
103
973

4,162

X Jobbing Company
Reconciliation of surplus

Balance per books. .
Balance as adjusted

Profits
four
months
Balance ended Balance
January
April
April
1, 1929 30, 1929 30, 1929
$75,902 $19,337 $95,239
36,423
3,189* 33,234

Difference to be accounted for

$39,479* $22,526* $62,005*

*Red.

229

The Journal of Accountancy
Which consists of:
Purchases not entered in 1928....................
Error in inventory of December 31, 1928. .
Add: back-taxes..........................................
Error in estimating inventory of April 30,
1929.......................................................

$ 3,062* $ 3,062
41,996* 41,996
5,579
2,637

70,221*

$ 8,216

70,221*

$39,479* $22,526* $62,005*
* Red.

X Jobbing Company

Corrected balance-sheet, April 30, 1929
Assets
Current assets:
Cash in bank and on hand............................
Accounts receivable.......................................
Less: allowance for doubtful accounts..........

$21,679
$110,873
15,000

95,873
299,318 $416,870

Merchandise inventory (computed).............

Overpayment—federal income taxes, 1928.. . .
Equipment.........................................................
Less: allowance for depreciation...................

5,579

$23,916
7,422

Deferred charges................................................
Goodwill.............................................................

16,494
2,302
100,000

$541,245
Liabilities and net worth
Current liabilities:
Notes payable—bank..................................
Accounts payable.........................................
Accruals........................................................
Net worth:
Capital stock outstanding:
Preferred...................................................
Common...................................................

$225,000
53,093
4,918 $283,011

$100,000
125,000 $225,000

Surplus—
Balance at January 1, 1929, as adjusted. $ 36,423
Loss for the period, January 1, 1929, to
April 30, 1929.......................................
3,189

33,234

258,234

$541,245
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No. 2 (15 points):
The balance-sheet of Broad and Wall, a partnership, as at December 31,
1927, was as follows:
Assets
Cash.....................................................................
$ 10,000
Accounts receivable.............................................
90,000
Inventory.............................................................
60,000
Fixed assets..........................................................
50,000

$210,000
Liabilities
Notes payable...................................................... $ 20,000
Accounts payable......................................................
30,000
Capital:
Broad............................................................
100,000
Wall.......................................................................
60,000
$210,000

Profits were shared in the following proportions: Broad, three-fifths; Wall,
two-fifths.
On payment of $75,000, Roe was admitted to partnership with a one-fifth
interest in the capital and profits of the new firm of Broad, Wall and Roe,
whose total capital on Roe’s admission, December 31, 1927, was agreed upon
as $250,000.
The profit for the half year ended June 30, 1928, amounted to $40,000.
During the half year, the partners’ withdrawals were: Broad, $14,000; Wall,
$10,000, and Roe, $6,000.
Prepare (a) the journal entries recording the transactions on Roe’s admission
to partnership and (b) statements of the individual partners’ accounts at June
30, 1928, after crediting the respective proportions of profit.
Solution:
Journal entries to record the transactions on Roe’s admission to partnership:

(1)
Goodwill...................................................................................
$15,000
Broad—capital account........................................................
$9,000
Wall—capital account..........................................................
6,000
To record the goodwill of the firm of Broad and Wall ac
cording to the agreement entered into before the admission
of Roe.
(2)
Cash.......................................................................................... $75,000
Broad—capital account........................................................
$15,000
Wall—capital account..........................................................
10,000
Roe—capital account...........................................................
50,000
To record the admission of Roe and his contribution of
cash. The excess of the cash payment over the credit to
Roe’s capital account is distributed to the old partners
(Broad and Wall) in their profit-and-loss ratio.
The problem states that Roe “was admitted to partnership with a one-fifth
interest in the capital and profits of the new firm of Broad, Wall and Roe.”
No mention is made as to the distribution of the remaining four-fifths of the
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profits, and it is necessary, therefore, to divide the remainder equally between
Broad and Wall. The profit-sharing ratio of the old partnership does not
apply.

Broad, Wall and Roe
Statement of partners’ capital accounts for the six months ended June 30, 1928
Broad

Balances (old partnership), December
31, 1927...........................................
Goodwill..............................................
Contribution of Roe...........................

Adjusted balances, January 1, 1928. .
Profit for six months ended June 30,
1928.............................................
Broad 2/5....................................
Wall 2/5....................................
Roe 1/5....................................

Drawings........

Wall

Roe

Together

$100,000 $60,000
$160,000
9,000
6,000
15,000
15,000 10,000 $50,000
75,000
$124,000 $76,000 $50,000 $250,000

40,000

16,000

16,000
8,000

$140,000 $92,000 $58,000 $290,000
Total........................................
14,000 10,000
6,000
30,000
................................

Balances, June 30, 1928.....................

$126,000 $82,000 $52,000 $260,000

No. 3 (20 points):
A testator leaves $1,000,000 invested in securities yielding five per cent.
per annum and other property, specifically bequeathed, valued at $500,000.
Preferred pecuniary legacies to be paid by the executors amount to $50,000.
Provision is made for four annuities of $500 each for five years, two annuities
of $1,000 each for five years and two annuities of $1,000 each for ten years, and
the executors are to receive five per cent. of all bequests distributed by them.
Federal and state estate taxes on the whole estate, and state inheritance taxes
on preferred legacies to be distributed by the executors and those on all an
nuities amount to $60,000.
At the end of two years, during which interest received on securities aggre
gated $96,000 and legal, accounting, clerical expenses, etc., amounted to
$20,000, the executors transferred the balance of the estate to trustees who
were entitled to receive $10,000 per annum as salaries and three per cent.
commission on all bequests distributed by them. They received, further,
$2,000 per annum for expenses.
The terms of the will instructed the trustees to continue the trust until
twelve years after the testator’s death, or five years longer if necessary, to pay
a special legacy of $100,000 (inheritance tax to be paid by legatee) five years
after the testator’s death and finally to distribute certain deferred legacies
aggregating $1,000,000, pay a seven per cent. inheritance tax thereon and hand
the balance to the residuary legatee who would pay his own inheritance tax.
With the purpose of ascertaining whether or not the terms of the will, as
specified, are workable, you are required to prepare statements showing (a)
the amount paid to the trustees by the executors and (b) the amount paid to
the residuary legatee by the trustees with the date of such payment, i. e., the
number of years after testator's death.
Assume that funds can be invested to yield five per cent. per annum and use
simple interest only in each step of your computations.
No distinction need be made between principal and income in either ex
ecutors’ or trustees’ accounts.
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Solution:

Executors of Estate of-------Charge and discharge statement from----- to------ (two year period)
We charge ourselves with:
Assets per inventory:
Securities.......................................................................
$1,000,000.00
Other property..................................................................
500,000.00
Interest received on securities.............................................
96,000.00
$1,596,000.00

We credit ourselves with:
Federal and state taxes on the whole estate, and state in
heritance taxes on preferred legacies, and on annuities
Legal, accounting, clerical expenses, etc..............................
Property (specifically bequeathed)......................................
Preferred pecuniary legacies................................................
Annuities paid......................................................................
Executors’ fees......................................................................
Balance turned over to trustees..........................................

$

60,000.00
20,000.00
500,000.00
50,000.00
12,000.00
28,100.00
925,900.00

$1,596,000.00

Computation of executors’ fees
Annuities paid:
Four at $500.00 each................................. $ 2,000.00
Two at $1,000.00 each...................................
2,000.00
Two at $1,000.00 each...................................
2,000.00
Total paid each year for two years . ..

$

6,000.00

Amount of annuities paid during the two
years (2 X $6,000.00)............................. $ 12,000.00
Property specifically bequeathed......................
500,000.00
Preferred pecuniary legacies.............................
50,000.00
Total.......................................................
Executors’ fees—5% of $562,000.00.................

$562,000.00

$

28,100.00

Trustees of Estate of-------Charge and discharge statement from----- to------

We charge ourselves with:
Balance received from trustees........................................
$ 925,900.00
Interest received (see schedule II)......................................
498,304.20
$1,424,204.20
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$28,000.00

Totals ......................................................................................

II

$1,100,000.00

1,000,000.00

$100,000.00

legacies

$33,840.00

30,000.00

60.00
60.00
60.00
60.00
60.00

Commissions
on bequests
$ 180.00
180.00
3,180.00

Year after testator’s death

Total ........................................................................

10th ............................................................................
11th .............................................................................
12th .............................................................................

9 th .............................................................................

3rd .............................................................................
4th .............................................................................
5th .............................................................................
6th .............................................................................
7th .............................................................................
8th .............................................................................

at 5%
per annum
$ 46,295.00

47,700.75
49,176.79
45,576.63
47,152.46
48,807.08
50,544.44
52,368.66
54,284.09
56,398.30

of year
$ 925,900.00

954,015.00
983,535.75
911,532.54
943,049.17
976,141.63
1,010,888.71
1,047,373.15
1,085,681.81
1,127,965.90

$498,304.20

Interest

Balance

at beginning

1,001,715.75
1,032,712.54
957,109.17
990,201.63
1,024,948.71
1,061,433.15
1,099,741.81
1,139,965.90
1,184,364.20

$ 972,195.00

Total before
disbursements

$90,000.00

2,000.00
70,000.00

2,000.00
2,000.00
2,000.00
2,000.00
2,000.00
2,000.00
2,000.00
2,000.00

$1,351,840.00

Balance
at end
of year
$ 954,015.00
983,535.75
911,532.54
943,049.17
976,141.63
1,010,888.71
1,047,373.15
1,085,681.81
1,127,965.90
72,364.20

$1,351,840.00

1,112,000.00

Total
18,180.00
18,180.00
121,180.00
14,060.00
14,060.00
14,060.00
14,060.00
14,060.00
12,000.00
$

expense
$ 2,000.00

Trustees’

Disbursements
$ 18,180.00
18,180.00
121,180.00
14,060.00
14,060.00
14,060.00
14,060.00
14,060.00
12,000.00
1,112,000.00

$100,000.00

10,000.00

$ 10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00

Trustees’
salaries

Statement showing interest credits, disbursements and balances in hands of trustees

Schedule

Annuities
$ 6,000.00
6,000.00
6,000.00
2,000.00
2,000.00
2,000.00
2,000.00
2,000.00

Year after testator’s death
3rd ............................................................................................
4 th ............................................................................................
5 th ............................................................................................
6 th ............................................................................................
7th ............................................................................................
8 th .............................................................................................
9th ............................................................................................
10th ............................................................................................
11th ............................................................................................
12th .............................................................................................
Deferred legacies...............................................................................
7% inheritance tax thereon .............................................................

and deferred

Special

Statement showing disbursements of trustees
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We credit ourselves with:
Annuities paid (schedule I).................................................
Special legacy.......................................................................
Deferred legacies..................................................................
Inheritance tax on deferred legacies....................................
Trustees’ commissions (schedule I).....................................
Trustees’ salaries (schedule I).............................................
Trustees’ expenses (schedule I)...........................................
Balance to residuary legatee (schedule II).........................

$

28,000.00
100,000.00
1,000,000.00
70,000.00
33,840.00
100,000.00
20,000.00
72,364.20

$1,424,204.20
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appeared, date of publication and paging. Payment must accompany all
orders.]
ACCOUNTING

Gill, S. Laurence. On the Value of Accountancy in Business. Cost Ac
countant, July, 1929, p. 40-7.
Hayes, Monard V. Accounting from the Management Viewpoint. New York,
National Association of Cost Accountants, July 1, 1929. (N. A. C. A.
Bulletin, v. 10, no. 21, Section 1, p. 1351-61.)
Rorem, C. Rufus. Accounting as a Science. Journal of Accountancy,
August, 1929, p. 87-98.
ADVERTISING AGENCIES
Accounting

Price, R. N. Accountancy and the Advertising Agency. Journal
countancy, August, 1929, p. 105-9.

of

Ac

AIRPLANES
Costs

Keys, C. Roy. Costs in Airplane Construction and Transportation. New
York, National Association of Cost Accountants, August 1, 1929.
(N. A. C. A. Bulletin, v. 10, no. 23, Section 1, p. 1413-22.)
ARBITRATION AND AWARD

Girvan, John. Arbitration. Accountants’ Magazine, July, 1929, p. 389-99.
ASSETS

Accounting Disposition of an Increase in Assets Caused by Revaluation; Case
Studies in Business. Harvard Business Review, July, 1929, p. 467-73.

Hyatt, H. E.

Motor-Car

AUTOMOBILES
Cost Accounting
Costing. Cost Accountant,

June, 1929, p. 13-18.

BANKRUPTCY
Canada

Montgomery, D. S. Bankruptcy Act; Address to the Institute of Chartered
Accountants of British Columbia (Students’ Society). Canadian Char
tered Accountant, July, 1929, p. 28-35.
BANKS AND BANKING

Watkins, Leonard L. Bankers' Balances; a Study of the Federal Reserve System
on Banking Relationships, Chicago, A. W. Shaw Company, 1929. 429 p.
BANKS AND BANKING, BRANCHES

Southworth, Shirley Donald. Branch Banking in the United States.
York, McGraw-Hill Book Company, Incorporated, 1928. 236 p.
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BANKS AND BANKING, STATE BANKS

Tippetts, Charles S. State Banks and the Federal Reserve System.
D. Van Nostrand Company, Incorporated, 1929. 393 p.

New York,

BANKS AND BANKING, TRUST COMPANIES
Corporate Practice Review,

Penington, Robert. Life Insurance Trusts.
April, 1929, p. 21-30.

BEVERAGES
Cost Accounting

Bolte and Low. Management and Cost Control in the Carbonated Beverage
Industry; Part 7—Financial Analysis Forms of Organization. Wash
ington, American Bottlers of Carbonated Beverages, 1929. 14 p. (Printed
as a Supplement to A. B. C. B. Bulletin, August, 1929.)
CAPITAL, FIXED

Kilduff, Frederic W. Capital Facilities—Accounting Principles and Methods.
New York, National Association of Cost Accountants, July 15, 1929.
(N. A. C. A. Bulletin, v. 10, no. 22, Section 1, p. 1363-73.)
CHEMICALS
Cost Accounting

Staniforth, L.

countant,

Costing of Chemical Manufacturing Processes.
June, 1929, p. 4-13.)

Cost Ac

CONFECTIONERY
Cost Accounting

Hood, Thomas. Cost Finding in a Confectionery Manufacturing Plant.
Canadian Chartered Accountant, July, 1929, p. 16-27.
CONSOLIDATIONS

Horton, Leonard W. Approach to Merger. Corporate Practice Review,
April, 1929, p. 63-73.
Peel, A. J. Success of Mergers Depends Largely on Work of Accountants.
American Accountant, August, 1929, p. 417-9.
CORPORATIONS
Accounting

Geier, George J., and Nautner, Oscar. Setting up the Corporation Accounts.
Corporate Practice Review, April, 1929, p. 31-9.
Great Britain

Coomber, R. Some Economic Aspects of the Principle of Limited Liability.
Accountant, July 20, 1929, p. 87-91.
Law
Great Britain

Cash, William. Points in the Companies Act, 1928; Particularly Affecting
Accountants. Accountant, July 6, 1929, p. 13-20.
Great Britain. Companies Act, 1929. (19 and 20 George 5, Chapter 23.)
London, H. M. Stationery Office, 1929. 293 p.
COST AND FACTORY ACCOUNTING

Dicksee, Lawrence R. Fundamentals of Manufacturing Costs; with an Ap
pendix Consisting of a Report Issued by the Federal Trade Commission of
Washington, U. S. A., on 1st July 1916. Edition 2. London, Gee and
Company, 1928. 39 p.
Uniform Methods

Howard, Thomas W. Some Possibilities of Uniform Cost Accounting.
facturers’ News, July, 1929, p. 31-2, 46-8.
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COSTS
Certified Public Accountant,

Leland, T. W. Differential Costs.
1929, p. 205-9.

July.

EVIDENCE

Briggs, L. L. Accounting Records as Evidence. Journal of Accountancy,
August, 1929, p. 110-23.
EXECUTORS AND TRUSTEES

Potter, Harold. Executors. Accountants’ Journal (England), July, 1929,
p. 208-14.
Williams, R. Glynne. Executorship Law and Accounts. Accountant, June
15, 1929, p. 765-70.
FACTORIES
Management

Sloan, Kenneth M. Industrial Organisation. Accountants’ Magazine,
May, 1929, p. 298-310.
GOODWILL

Roth, Louis. Accounting for Goodwill. Journal
1929, p. 102-4.

of

Accountancy, August,

GROCERY TRADE
Statistics

Lowrie, Josephine A. Operating Results of Ohio Wholesale Grocers, Year 1928.
Columbus, Ohio State University, College of Commerce and Administra
tion, Bureau of Business Research, 1929. (Special Bulletin.)
INCOME

Hewett, William W. Professor Irving Fisher on Income, in the Light of Ex
perience. American Economic Review, June, 1929, p. 217-26.
INDUSTRY
Great Britain

Jenkinson, Mark Webster. Some Aspects of Rationalization. Accountant,
July 13, 1929, p. 49-59.
INSURANCE, LIFE
Costs

Hunter, R. G., and Foskett, H. W. Relation of Expenses to the Growth of a
Company. (In American Institute of Actuaries. Record, 1928, v. 17,
p. 56-75.)
INVESTMENT TRUSTS
Auditing

Benson, Edward A. Auditing an Investment Trust. Journal
ancy, August, 1929, p. 81-6.

of

Account

INVESTMENTS AND SECURITIES

Campbell, W. K. Colin. Investment Privileges of Ontario Trust Companies
Are Enlarged by Act. Canadian Chartered Accountant, July, 1929,
p. 4-15.
MAGAZINES

Newark, New Jersey, Public Library. Business Branch. 500 Business
Magazines Classified by Subject; Compiled by the Staff of the Business
Branch under the Direction of John Cotton Dana. Newark, Business
Branch of the Public Library, 1929. 32 p.
MOTOR BUSES
Accounting
Motor-Bus Accounting. Journal of Accountancy, August,

Wagner, A. F.
1929, p. 99-101.
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Cost of Operation

Humber, Carroll C. Keeping Material and Labor Costs at 1.68 Cents a Mile
over a Three-Year Period. Bus Transportation, July, 1929, p. 378-81.
MUNICIPAL ACCOUNTING

Manual of Pathfinder Accounting System for Municipalities. Los Angeles,
Charles R. Hadley Company, 1929. 96 p.
Scott, George C. Mechanical Budgetary Control Accounting for Municipalities
and Other Public Bodies; Part 5—Coding, Vouchering and Centralized
Purchasing as Related to a Mechanical Accounting System. American
City, August, 1929, p. 162-3.
PARTNERSHIPS

Accounting for Payments to the Estate of a Deceased Partner; Case Studies in
Business. Harvard Business Review, July, 1929, p. 482-9.
PUBLIC UTILITIES
Accounting

Strickland, A. H. Accounting and Financing for a City’s Utilities. Journal
of the American Water Works Association, July, 1929, p. 899-905.
Rates

Cabot, Philip. Public Utility Rate Regulation—Part 2.
Review, July, 1929, p. 413-22.

Harvard Business

Statistics

Illinois, University of. College of Commerce and Business Administration.
Bureau of Business Research. Standard Financial Ratios for the Public
Utility Industry. Urbana, University of Illinois, 1929. 44 p. (Bulletin
No. 26.)
RAILROADS
Valuation

Bauer, John. O’Fallon Case—the Decision and What It Portends.
Municipal Review, July, 1929, p. 458-64.

National

RATIOS

Winakor, Arthur H. Ratios Useful Only When Based on Uniform Classification
of Items. American Accountant, July, 1929, p. 375-7.
REORGANIZATIONS

Atherton, Leland T. Business Reorganizations and 'the Income Tax Law;
Part 1. National Income Tax Magazine, August, 1929, p. 299-302.
REPARATIONS

Experts’ Report on Reparations: Summary—Text of Report. Federal
Reserve Bulletin, July, 1929, p. 458-95.
SHOPS

Fisher, S. N. Workshop Efficiency with Special Reference to Output.
Accountant, June, 1929, p. 19-24.

Cost

SIMPLIFICATION IN INDUSTRY

Cooper, George A. Accountant Has More Than Passing Interest in Simplified
Practice. American Accountant, August, 1929, p. 419-21.
STATES
Accounting

Byrd, Harry Flood. Virginia’s New State Accounting Statute Shows Excellent
Results. American Accountant, August, 1929, p. 429-30.
STOCK

Wiseman, Frederick A. Stock Issue Problems.
views, April, 1929, p. 7-20.
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The Journal of Accountancy
No Par Value

Smails, R. G. H. Shares of No Par Value. Accountant, June 15, 1929,
p. 763-5.
STOCK TRANSFER

Lauckner, Alan K. Modernizing Stock Transfer Bookkeeping Methods to
Meet Business Growth. Trust Companies, July, 1929, p. 47-50.
STORES SYSTEMS AND STOCK RECORDS

Moorin, J. W. Waste in Industry Due to Careless Factory Storekeeping.
Accountant, July, 1929, p. 33-5.

Cost

TAXATION, UNITED STATES
Income and Excess Profits

Altman, George T. Income Tax Problem of Unreasonable Salaries. National
Income Tax Magazine, August, 1929, p. 303-6, 328-9.
Commerce Clearing House, Incorporated. Consolidated United States Income
Tax Laws, 1929 Supplement; with Regulations and Digest of Court and
Board of Tax Appeals Decisions and Unofficial Rulings. New York,
Commerce Clearing House, Incorporated, 1929. 2356 p.
Hartman, Dennis, Editor. Index of United States Board of Tax Appeals De
cisions, Volumes 1 to 10 B. T. A. Washington, Legal Publishing Society,
Incorporated, c 1928. 191 p.
TRADE MARKS

White, Wallace. Registration of Trade Marks.
view, April, 1929, p. 40-9.

Corporate Practice Re

WAGES, FEES, ETC.
Incentives

Lytle, Charles W. Wage Incentives for Direct Labor. Mechanical Engineer
ing, July, 1929, p. 493-502.
Whisler, R. F. Uses and Limitations of Group Incentives. Factory and
Industrial Management, July, 1929, p. 43-6.
Profit Sharing

Roberts, F. Co-Partnership; a Cure for Modern Industrial Ills. Account
ants’ Journal (England), July, 1929, p. 224-6.
Walker, Percy H. Co-Partnership and Profit Sharing. Accountant, May
25, 1929, p. 671-7.
Addresses of Periodicals
Accountant, 6 Kirby Street, London, E. C. 1, England.
Accountants’ Journal (England), 6 Kirby Street, London, E. C. 1, England.
Accountants’ Magazine, William Blackwood and Sons, Edinburgh, Scotland.
American Accountant, 225 Broadway, New York, N. Y.
American City, 444 Fourth Avenue, New York, N. Y.
American Economic Review, Yale Station, New Haven, Conn.
Bus Transportation, Tenth Avenue and 36 Street, New York, N. Y.
Canadian Chartered Accountant, Continental Life Building, Toronto, Canada.
Certified Public Accountant, Accountants Publishing Company, National Press Building,
Washington, D. C.
Corporate Practice Review, 11 West 42 Street, New York, N. Y.
Cost Accountant, 6 Duke Street, St. James, London, S. W. 1, England.
Factory and Industrial Management, 285 Madison Avenue, New York, N. Y.
Federal Reserve Bulletin; Issued by Federal Reserve Board, Government Printing Office,
Washington, D. C.
Harvard Business Review, Cass, Huron and Erie Streets, Chicago, III.
Journal of the American Water Works Association; Published by the American Water Works
Association, 29 West 39 Street, New York, N. Y.
Manufacturers’ News, Illinois Merchants Bank Building, Chicago, Ill.
Mechanical Engineering, 29 West 39 Street, New York, N. Y.
National Income Tax Magazine, Illinois Merchants Bank Building, Chicago, Ill.
National Municipal Review, 261 Broadway, New York, N. Y.
Trust Companies, 55 Liberty Street, New York, N. Y.
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LaSalle Higher Accountancy
Meets the
Individual Needs of the Accountant
COMPLETE
HIGHER ACCOUNTANCY TRAINING

HE complete service begins with the Elements of Accounting Practice and takes the stu
dent through every major phase of accounting. We recommend strongly to prospective
students that they enroll for the course as a unit and thus secure the full value it offers.
The accountant who wishes to review or specialize on any phase of accounting may take any
unit or elective which best serves his needs. Thus the executive accountant may broaden his
ability through a study of Auditing Procedure or of Accounting Procedure, or Business Organi
zation. and the Auditor may specialize on Business Law. And any experienced accountant
may enroll for that one of the Electives which will fit him most adequately for his special work.
Many take the intensive C. P. A. Coaching in preparation for the degree.
Accountancy is a progressive profession. In these services training is now available to every
accountant on specialized subjects where no training was available only a few years ago. This
training is based on research and authoritative interpretation. It is presented by the well-known
LaSalle problem method of practical training.
You may get more detailed information on how this training fits in with your personal ad
vancement program in the field of accountancy. Simply state your plans and needs — we will
answer promptly and fully.

T

Department 9479-H

LaSALLE

EXTENSION UNIVERSITY

4101 So. Michigan Avenue

Chicago, Illinois
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This book outlines a plan for the
accountant to follow when he
THE Journal of Accountancy
audits a set of books and places be
fore executives and owners the find
ings of his audit
An authoritative text on one of
Prepare for the November, 1929
the most important phases

XII

C.P.A. and American Institute
Examinations at the
Co-operative Training Course
The Co-operative Training Course was offered for
the first time in June, 1922, in response to a long and
insistent demand of those who recognized the need of
a review in preparation for C.P.A. examinations which
would be organized scientifically and conducted by
experts of established reputation and skill. The unusual
success which attended the first course and which has
been since generally maintained by succeeding groups of
candidates has served to confirm the utility and de
sirability of the Co-operative Training Course.
From the outset, the Co-operative Training Course
has attracted only the best type of candidates, many
of whom have had long and varied experience in the
practical field. Testimonials from former members of
the classes are on file and may be freely consulted by
those who may wish to investigate before enrolling.
The course in preparation for the November examina
tions will begin on Saturday, September 7, 1929 and
will close on Saturday, November 9, 1929.
If interested write for announcement
addressing the

Co-operative Training Course

of Accountancy

AUDIT
WORKING
PAPERS

The subject of working papers from
By J. Hughforms
Jackson
a practical standpoint
one of
the most important phases of an
auditor’s work; a discussion of this
technical phase of the public ac
countant’s work is the sum of this
book.
This book fills a long-felt want, it
should be in the library of every ac
countant’s office and be made avail
le to every member of his staff.
ab
should be read and studied by
ery student who is preparing him
self to enter the public practice of
accounting or auditing.

150 Nassau Street
New York City
or telephone Beekman 7737
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Ward

Quality

Accountants' Cases
An exceptional case at an exceptional price.
A Shawl-strap case, 10" x 17" of heavy
cowhide in black or tan, made by a harness
maker and handstitched throughout.
Handsome, Convenient, Durable
$18.50 Parcel Post Prepaid
$19.50 West of the Mississippi

John Ward

Made to meet the exacting
standards of accountant, auditor and book
keeper . . . with thin, strong, smooth lead
. . . with 24 brilliant, permanent, erasable
colors . . . with a slender, balanced body
of straight-grained cedar . . . this is Dixon’s
Thin-Ex. It will sharpen to a needle point
and hold it. It is useful in separating sets
of figures, in distinguishing the work of
several people on the same job—in a dozen
different ways. Try it at our expense.
Joseph Dixon Crucible Company, Pencil
Dept. 117-J, Jersey City, N.J.
Thin-Ex is offered in 24 colors and in combination red-and-blue.
Color cardfull-length samples of Thin-Exand of Dixon's Eldorado,
The master accounting pencil," will be sent you free upon request.

& Son

Printers and Stationers
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ience to avail themselves of the binding
service conducted by the Publisher.
The magazine is bound in tan buck
ram with title, dates and volume num
ber stamped in gold on red leather.
When the magazines constituting the
volume are supplied by the subscriber
the binding charge is $2.
Missing numbers, with the exception
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BOUND VOLUME XLVII
JANUARY-JUNE, 1929

NEW YORK
NEW JERSEY
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The strictly resident course of the Post-Graduate School
of Accountancy, conducted personally by Paul-Joseph
Esquerre, C.P.A., will begin on Tuesday, September
10th, 1929. Evening sessions only, from seven to ten
P.M.
Apply:
20 Vesey Street, New York City

Now Ready
Price, $4.00
The Journal of Accountancy
135 Cedar Street, New York, N. Y.

Telephone: Fitzroy 3992

ACCOUNTANTS who wish to be kept informed of current
news affecting their profession will do well to read the Bulletin
of the American Institute of Accountants. Q THERE are no lengthy articles in this magazine.
Events of interest are reported in the most concise manner.

A TIME SAVER
$1.00 a year

15 cents a Copy
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135 Cedar Street, New York City
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HELP WANTED

SITUATION WANTED

Help Wanted
Senior and semi-senior — for large national mercantile estab
lishment —with offices in many large cities. Preference given
to college man trained by well known registered firms. Give
complete record; age, education, experience, etc. All replies
confidential. Western Employment Counselors Ass’n., 704
Sharp Bldg., Kansas City, Mo.

Help Wanted
If you are open to overtures for new connection and qualified
for a salary between $2500 and $25,000, your response to this
announcement is invited. The undersigned provides a thor
oughly organized service of recognized standing and reputation,
through which preliminaries are negotiated confidentially for
positions of the calibre indicated. The procedure is individual
ized to each client’s personal requirements, your identity cov
ered and present position protected. Established nineteen
years. Send only name and address for details. R. W. Bixby,
Inc., 125 Downtown Building, Buffalo, New York.

Supervising Seniors Wanted
A reputable firm of Pennsylvania Certified Public Accountants,
contemplates adding to its permanent staff, supervising senior
accountants, preferably certified men, with qualifications
entitling them to partnership consideration. If interested,
kindly furnish detailed information setting forth your attain
ments and experience in public work. All replies will be con
sidered strictly confidential. Box No. 33, care of The Journal
of Accountancy.

MISCELLANEOUS

Miscellaneous
Accountant desires connection with responsible accounting
firm. Will purchase part or one half interest in firm. For par
ticulars write, box No. 34, care of The Journal of Accountancy.

Certified Public Accountant
High class man seeks position with industrial or financial
concern or as branch manager for firm of public accountants.
Broad experience in public accounting as junior, senior and as
practitioner on own account. Experienced in handling cases
before the Income Tax Unit and also has had valuable executive
experience in the supervision of other accountants. Forty years
of age. Salary $6000.00. Box No. 35, care of The Journal of
Accountancy.

Certified Public Accountant
(Ohio) desires to make connection with firm of public account
ants or with corporation as auditor or comptroller. Employed
at the present time and for the past eleven years on staff of
nationally-known firm of accountants. Scope of experience;
supervision of staff, editing reports, general public accounting,
general income-tax service and outside contacts. Box No. 32,
care of The Journal of Accountancy.

Certified Public Accountant
(By examination) college graduate. Age 37, married, desires
position as Comptroller, Auditor, or assistant Treasurer of
growing corporation, preferably in middle west. Thirteen years
experience in public and corporation accounting. At present
employed. Well recommended and accustomed to assuming
responsibility. Box No. 37, care of The Journal of Accountancy.
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Introduction to
Actuarial Science
By

H. A. FINNEY

Published under the Endowment Fund of
the American Institute of Accountants

long been a de
mand for a clear elemen
tary text on Actuarial Science,
and it is hoped that the de
mand has been fully met by
this volume.
There has

DUTIES OF THE JUNIOR
ACCOUNTANT
By W. B. REYNOLDS & F. W. THORNTON

HIS book is perennially popular.
The material was first published in
book form under the Endowment Fund
of the American Institute of Accountants
in February, 1918, and the demand for
it is constant.

T

TABLE OF CONTENTS

This work should appeal not
only to the accountant but to
many business men, touching
as it does on such subjects as
Interest, Rate, Frequency and
Time, also on the many phases
of the following subjects:

Chapter

Single Investments
Annuities
Leasehold Premiums
Bonds
Depreciation

The book also contains prob
lems and solutions of some of
the above subjects.

WELVE chapters briefly describing
each step expected of a junior ac
countant in conducting an audit from the
very beginning and at the end, valuable
suggestions in making your report of an
audit to the senior accountant in charge.

T

A Book Worth While
Price $1.50 delivered in the
United States of America
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Facts plus judgment
No amount of judgment can strike a balance
without going through the processes of addition
and subtraction. Nor is that balance of any util
ity unless judgment interprets it for a given end.
So in appraising, no degree of expertness can de
termine a value without resorting to the detailed
procedure of inspecting the property—summing
it up in terms, first of property elements, and
second, of dollars and cents.
But those basic facts alone do not suffice in accu
rate value measurement. To them must be added
the judgment of the skilled and experienced
appraisal organization.
This skill and experience are to the fact-finding
processes of valuation, what the skill and experi
ence of the accountant are to the simple arith
metic of the bookkeeper.
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